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SECURITIES AND EXCHANGE COMMISSION har eearaain ts A 
Plaintiff, ©9972 > 73 Civil Actzon 
cig Sarr ee i ig 2 File No. R54 4 
-against=- ain NER Biol ge ee Rocchi ; 
- cae egy She Le BS anhen, 
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Plaintiff Securities and Exchange Commission ("Comaission"} 


"for its: ‘plaint alleges: 


~. 


1  .efencants Joseph Rega, or. ("Rega") 7 Uhristian-?aine 


& Cc., Inc. ("Christian-Paine"), Carlton-Cambrige & Cu., ibe} of 


ed =. ~ . . te. -, - . 
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(*“caven"*), Robert &. ‘.cwv'n 
("Levin"), the Republic National Bank of New York ("Republic Bank"), 
Ross W. Pascall ("Fascall"), Louis Levine ("Levine"). Bernard A. 
Coloff ("Culoff£"), Joseph Corvino {("Co:-rino") and Harold Weirberg 
("Weinberg") have engaged, are engaged and are avout to engace in 
acts, practices and courses of conduct which constitute and will 


constitute violations of Sections 5(b) and 17(a) of the Sevurities 


Act of 1933 ("Sceurities Act"), as amended, 15°U.£.C. 77e(b) and 


we 


77q(a) and Sections 13(b) and 15 (cj (2) cf the Securities bxcrangs 
Act of 1934 ("Exchange Act"), as amended, 15 U.S.C. 73} (%) and 
7B0(c) (2), and Rules 17 C.F.R. 240.1lub-5, lOb-f; 10b-9 and lbc2-4 


thereunder. 
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2. The Commission, pursuant to Section 20(b) of the 


Securities Act, 15 U.S.C. 77t(b) and Section 2l(e) of the exchange 


Act, 15 U.S.C. 7@ule), brings this action to enjoin such acts and 
. ° 7 oF Nm é owe " 
practices. Rate > 


om shia” ae SelS ve te wid ae 


er 


3. This Court has jurisdiction of this action pursuant to 
Section 22(a) of the Securities Act, 15 U.S.C. 77v(a) and Section 
27 of the Eychange Act, 15 U.S.C. 7éeaa. f 

4. Pursuant to authority confezred upon the Commission by 
Sections 10(b), 15(c) (2) and.23(a) of the Exchange Act, 15 U.S.C. 
783(b), 780(c)} (2) and 78w(a), the Commission has promulyeted kules 
17 C.F.R. 240.10b-5, 10b-f, i0b-9 and 15¢2=4 which are now and at 


all times reievant herein were in effect. 


Tir DEFENDANTS 


ene 


5. Defendant Rega csesides at 12 Allen prive;-Fairfield, 
New Jersey. From March 1972 througi: December, 1972, Rega was 
President and chief executive officer ef Carlton-Cambkrige. At 
various times during that nerind he was alee president 
executive officer of Christian-Paine, a position he presently 
maintains. 


6. Defenauant Christian-Paine is a New York corporation 


‘having its principal place of business at 232 Boulevard, Hasbrouck 


Heights, New Jersey. Christian-Paine, formerly Continental Planning 
has been registered with the Commission as a beoker-deales pursuant 
to Section 15(a) of the Exchange Act, 15 U.S.C. 780(a) since June 
24, 1970. 

7. Defendant Carlton-Cambrige is a New Jersey corporation 
having its principal place of business at 31 Home Place, Lodi, New 
Jersey. Carlton-Cambrige has been registered with the Commission 


as a broker-dealer pursuant to Section 15(a) of the Exchange Act, 


~~ = 
. 


15 U.S.C. 780(a) since July 27, 1968. Carlton-Cambrige was under- 
writer of the public offering cf the commen stock of De nison 
Personnel, Inc. ("Dennison Personnel") pursuant to a registration 


statement filed with the Commission whicn became effective on 


‘April 26, 1972. eee eee 

8. On or about December 8, 1972 Carlton-Cambrige, was 
“reorganized by defendant Rega. Rega acquired a separate broker- 
dealer, Coniinertal Planningj, renamed it Christian-Paine and 


transferred all che assets, liabitities, accounts, employees. 


locations and business of Cériton-Cambrice to Christian-Paine. 
Cariton-Cambrige was left without any empioyees or active accounts 
and its books and records were trénsferred to a storage area. 
The president of Carlton-Cambrige is emvloyed as a cashier at 
Christian-Paine. Christian-Paine is in. all respects the successor 
seis 


to Carlton-Cambrige. 


9. Dbefendant Coven is an attorney licensed to practice law 
in the State of New York. At all times relevant. herein Coven served 
as counsel to the isSuer with respect to the above-described public 
offering of Dennison Fersonnel stceck. He asserted his Fifth Amend- 
ment privilege aud the attorney-client privilege in refusing to 
- testify or produce documents pursuant to a Commission subpoena 


issued in the course of the investigation of this matter. His 


principl] -lace of business is in New York City, New York. 


10. Defendant Levin resides at 206 South Hiddie Neck 


Road, Great Neck, New York. He is an attorney licensed to practice 


“law in the State of New York. At ail tines relevant herein Levin 


served as counsel for the underwriters with respect to the public 

eetestieg of the stock of Dennison Personnel. ; u 
ll. Lefendant Republic Bank is located at 452 Fifth Avenuc, 

New York, New York. Pursuant to the terms of the public offerinc 


of Dennison which are fully described in paragraph 22 below, the 


Republic Bank was to maintair.’an escrow account to receive sub- 


Pal ¢ 


scribers' funds in connection with the public offering of thre 


rn bee 


‘ 
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stock of Lennison Personnel. a 


12. Defendant Tascall resides at 380 Mountain Road, Suite 


2009, Union City, New Jersey. At ail tines relevant nerein ie 


was the resident manager of the West Caldwell office e. ¢ rlton=- 


Cambrige. During the ccurse of the Comnis<- u's investigation - 
| ; 


of this matter, he asserted his privilege against sel. incrimination 
| 

and Géclined to tesiify as to certain transactions executed tor his 

| 

own account or the accounts of his customers. 


| 


13. Defendant Levine resides at 693 Kent Avenue, Teaneck: 


4 


New Jersey. At. all times relevant herein he was employed by Cari.ton- 


Cambrige in the Fort Lee office, eithe: as manages or registered 
| 
representetive. During the course of the Commission's investigation 


ot this matter, ivi 


and declined to testify as to certain transactions executed for the 


accounts of his customers. 


. - -s Roe - a tS beee 
~ eft se ed ese . Tee | an FS a ee t; a vA 
caine —-enie ¢ - De rtsee «eebew —_ me eames - 


14. Detendsunt Coloff resides at 124 sohnson Avenue, Teaneck, 
New Jersey. At all times relevant herein he was employed ry Carlton- 
_Cembrige as a registered representative. During the course of the 
Commission's investigation of this matter, he asserted his privilege 
against é04S- ner unetben and declined to testify as to certain 
transactions executed for the accounts of his customers, & 

15. Defendant Corvino resides at 381 Broad Street, Newark, 
New Jersey. At éil times relevant herein, he was employed by 
Carlton-Cambrige as a registered representative. During the 
course of the Commission's investigation vf this matter, he asserted 
his privilege against self-incrimjination and declined to testify as 
to certain transactions executed for the acccunts sf his customers. | 


16. Defendant Weinberg resides at 6 wast Liberty Street, 


Senne - 


Bloomfield, New Jecsey. At all times relevant herein he was employ.d 


= 


by Carlton-Cambrige as a registered representative. bering the 

course of the Commissicn's investigation cf this mattex, he asserted 

iuis privilege against. sal f-inerinination and daciizs 

to certain transactions executed for the aeecuke of his customers. 
DENNISON PERSONILI, 

17. Denniscn Personnel is a Deleware corporation having. its 
principal place of business at 32 Broadway, New York, New York. 
Gerald Fatrick Bowes ("Bowes") is, and at ali times relevant herein 
was, president and chief cperating officer of Nennison Personnel. 
The company at all times relevant herein was engaged in securing 
employment ror st:illed and executive personnel and plecing office 


and clerical personnel with investment banking firms, securities 


brokerage houses, banks and other sinilar companies and institutions. 
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218. Cn Aprat 26, 1972 a registraticn st atenent for the pubsic 


offering of 6,000,000 shares of the common stock of Dennison Person- 


nel at -$.10 per share was declered effective bd the Commission. The 


‘terms of the offerins, as ; published in the zegi istration statement 


and prospectus, were 3,000,000 snares on in’ "all or none" basis and 


the other 3,000,000 shares on a “best efforts” basis. That is, 

the underwriter was obligated to return all funds received in the 
offering to the public if a mininum of at least 3,000,000 shares 
were — sold. If the minimum was sold, the underwriter was then 
obligated tc use its *best efforts".to sell the remaining 3,0900,0C0 
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shares for the duration of the seiling perind. 
——19, On or about June 6, 1972, Deunison Personnel retained 
the sexvices of defendant. Coven, an experienced practitioner in 


the securities field to effect a public offering of the stock of 


the company. oer tebe + ime —— 


. °.20. Defendant Levin was listed in the registration state- 


--- + 


ment and the prospectus as counsel far the underwriters. 
-21. Stevens Jackson Seggos, Inc. ("Stevens Jackson") was a 
New Jersey broker-dealer whose principal was E.P. Seggos ("Seggos"). 
Cove: and Seqgus had an agreement whereby for a certain "“comnission" 
Coven used the name of Stevens Jackson on the cout of Dennison 
* ’ 


Personnel prospectuses althouch Stevens Jackson would have no sell- 


ing responsibilities and, in fact, soid no Shares. 
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22. As a safesuard for the protection of the public as 


required by the federal securities laws, an escrow account was 


‘opened at the Republic Bank. The bank agreed to act as escrow 


agent, to receive subscribers ' funds bad hold them for safekeep- 
ing unless or until the abtioun 3,000,009 ‘snares were sold wnich, 
in the contemplation of all parties concerned, was to be evidenced 
by the faci that $300,000 nad been coliected in the escrow account. 
If $300,000 was wot collected, the money was to be returned to the 
public invest: rs who had subscribed. The bank accepted this respon- 
sibility o° <rust of its own volitien in retuzn for its customary 
fee. The bank received a prospectus and knew of the representations 
Made te the public regarding the maintenance of the aforesaid 


escrow account. 


++ 23. The Der »sison Personnel registretion statement and 


prospectus jndicated that the cvu-underwriters for the offering 


were Carlton-Cambrige and Stevens Jacksen. This represertation 


Coven and Le knew or should have known that Stevens Jackson 
had a limited Sales capacity, had no intention of participating 
in the iistzibuti sig saa appeaiead in name only as part of the agree- 
ment between Seggos and Coven. Cariton-Cambrige was, in fact, the 
sole underwriter. : ‘se 

24. On or about April 26, 1972 a selling group ccasistirg 
of Carlton-Cambrige, Stevens dJacksor., Gotham Securities, Dickenson 
Rothbart & Co. and Albert Macuire & Co. hegan selling the issue. 
During the period from on cr about April 26, 1972 to May 29, 


Carlton-Camhrige through defendants Rega. Pascall, Levine, Colofi, 


ee ‘ - +e -- - eS ers 
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ee as eee prera eens eras en: a. 2 
- 


Corvino and Weinberj and persons under their direction and super- 
vision, made use of mearis and instruments of transportation or’ 
communication in interstate commerce or the mails to carry shares 
of Dennison fersoane) or confirmations for the sale not accompanied 
or precedeé by a prospectus that met the requirements of the <cederal 
securities laws and utilized fraudulent tactics to sell Dennison 
Personnel stock. These tectics included: 

he Making prise projections as to what the after- 


market price would be; 


2° Selling the stock to persons for whom it was 
not snitable; 
3 Solicitine new accounts in connec:ion with this i 
= ofiering and stating «hat the firm backed this : 
uP issve and was banking future wusincss upon the 
; performance of this st:cx; and 
2% Stating that there was a great demand for this 


Dennison's services. 

25. Carlton-Cambrice disccurag2a the sale of tie meyimun 
amount of shares to its customers in the original offering. On 
or about April 26, 1972, Carlton-Canbrige assigned each branch 
office and individual salesman a maximum numbcr of shares of 
Dennison Fersonnel that they could sell to their customers. This 
maximum allotment was Gesigned to assure that at most only the 
minimum amount was scold. When an individual salesman or office 
reached its maximum allotment, the home office would contact the 
individual an@ indicate to him thar no more shares could be sold. 
The salesman or office would then be required to stop selling the 


issue despite the fact that many S.aures remained unsolé ané 


< 
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26. On or about May 29, 1972, Carlton-Cambrige "ciosed 
the books" on the original issue of Dennison Personnel and in 


so doing represented it had sold the minimum number of shares 


_* required to be sold pursuant to the terms of the public offering © 


of Dennison common stock. ‘At -this time there was only $65 ,831;25 
in the escrow account, located au The Republic National Bank. 

Had the 3,000,090 share minimum sobuatiy been sold and paid for 
there should have been no less than $399,900 on deposit in the 


escrow account. 
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27. On or about May 23, 1972 when the 2,000,000 shares “all 


“ 


a 


or none" segment of che offering was allegedly completed, Carlton- 
Cambrige was bow.2 by the terms of the registration statement to 
use its best efforts +o sel the, reviaining 3,900,000 share “pest 
efforts" segment. On or about Tune 2, 1972, Carlton-Cambrige began 
trading the stock in the after-market. Carlton-Cambrige ia wat “3 
ciose the issue, de-register the remaining shares or nutify the 
Selling group members and the issuer that it had ceased selling 

the new issue. vburing the period from iin 2 to on or about June 
20 and before the actual closing of the underwriting and the pay- 
ment of the preceeds *o Dennison, Carlton-Cambrige was trading the 
Stock in the after-market. At the came time the selling group was 
still engaced in the distribution of the original issue. Moreover, 
while the original issu® was being sold at $.10 per share, the 
after-market price of Dennison Personnel stock, as reflected in the 
"Pink Sheets" of the National Quotetion buteen, rose to $.14 bid-:: 


$.17 asked. 
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28. During the period from June 2 to on or about June 20, 


1972, Carlton-Cambrige began to trade the stock cf Dennisen Person- 


nel in the after-market, notwithstanding the fact that, as stated 


above, the distrinpution of the origina> issue had not yet been 
completed. ‘Tne salesmen in the branch offices were told that 
the stock wes open for trading. Thinkine the maximum had been sold, 
they began tv sell Dennison Personnel stcck to public customers 
in substantial amounts. purins this period defendant Carltcn- 
Cambrige distrib .ted and sold 401,960 shares as principal at prices 
ranging from $.11 to 3.17 in an afrer-market prematurely and artifi- 
cially created by defendants Carlton-Cambrige, Rega and Pascall, 
aided and abettec by Coven and Levin. 

29, During the period from April 26 to cune 21, 1972, : 
Gefendarts Carlton-Cambrige and Rega upon receipt of subscribers’ 
the firm checkina account, where t! oe were 


commingled with ordinary revenues and spent in the ordinary course 


of business. This was in violaticn of the terms of the registration 


~~ 


Statement and the prospectus which stated that subscribecs' monies 


wovld be held in escrow at the Republic Bank until $300,000 was 


collected. Despite the fact that $390,000 was never coliected, 
the issue wes closed. : : . 
30.° The defendant Republic Bank was aware «” the terms 
of the registration statement and prospectus, as well as the 
escrow agreement te which it was a party, and notwithstanding 
such knowledge, released the public subscriber funds from tha 


escrow account and allowed the issue two close. 


FIRST CAUSE OF ACTION 
-- Section lOib) of the Exchange Act, 
15 U.S.C. 78}(b) and Rule 17 C.F.R. ee 
240,10b-5 thereunder; and Section wreie.'s 

17a) of the Securities Act, 15 
U.S.C. 77al(a) = Fraud in the offer, 
purchase and sale of secusities) 
31. Piaiutiff Commission realleges and incorporates by 
refecence each ard every allegation in paragraphs 1 thxvusgh 30 


of this Complaint. io 
en 
22.— From on ox about June 6, 1971 *o the date herecf, 


in the Scuthern District of New York and elsewhere, the defendants 
as specificd below herein singly ani in concert, directly and in- 
Girectly, in cornection with the offer, vurchase anc sale of the 
common stock cf Deanison Personnel, by the use of the ‘ian dei 
instrumentalities of Lransportation and communication in interstate 
commerce and of the mails, have been and are employing devices, 
Schemes and artifices to detraud: obts) ning money ana property by 
making untrue statements of material facts, or omitting to state 
macerial facts necessary to ma... the statements made, in light 
'- of the circumstances under which they were made, not mislezeding; 
and engaged in acts, practices and courses of business which 
, 
have operated, are operating, and «4.11 operate as a fraud and 
deceit upon the puxsnasers and prosrective purcnasers of Dennison 
Personnel stock, in that: . 
1. Cefendauts Rega and Carlion-Cambrige, aide2 and abetted 


by defendants Coven end Levin, entered into an agreement with 


Dennison Personnel and falsely repzesented to the investing public: 


/ 


Sea le i ar 


(a) that they would use their best ettorts to 


sell the entire 6,000,000 snares comprising 


> 
a 

eS) 
“\ 


the Dennison Personnel offering, which was 

being made on a 3,000,000 share “all or nothing" 
ana an additional 3,000,000 share "best efforts” 
hasis; . 

(b) that all sums collected rrom the public subscribers 
would be h2ld in an esc.ow account at the Republic 
Bank and r2funded promptly to such sanscribers 
without interest, if all of the 3,600,000 stares 
being offered “all oF nothing" were not sold within 


a maitimum of 90 business days from the effective 


2. Defendants Rega, Carlton-Cambrige, Pascall, Levine, 
Coloff, Corvine ane Weinbers engesed in a fraudulént sales campaign 


to sell tht issu 


wv 
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ized fraudulent price projecticns and 
vepresentations as more fully described in paragraph 24 above. 


3, Defendants Carlton-Cambrige and Nega, aided and abette: 
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by Coven, Levin and Republic Bank; cease 
after the 3,000,900 -share "all er nene" minimum had allegeélv 
been reached and witnédrew funds belonging to public suvscripers 
from the account maintained at Republic Pank despite the fact 
that less than the minimum of $206,000, as required by the terns 
of the offering and the escrow agreement had been collected, and, 
despite the further fact that while obligated to use "best efforts" 
to sell the remaining shares ana afrer onjJy 22 out of a possible 
90 business days in which to complete the offering nad passed, 
began txadin¢g the stock while engayed in a distribution of Nenni.son 
Personnel steck for Carlton-Cambrige's account. 

4. .Rogavend C 


and Levin, bid fo: and induced ot 
a 


her persors to purchase common 


stock of Dennison Personnel while and at: a time when Carlton-Camt ric 


was participating in the distribution of said securities. 


2 


F-) 


5. Rega and Carlton-Cainbrige, aided and abetted by 


- Pascail, did: 


(i) 


~- 
- 
Sate 
=< 


(iii) 


iv) 


(v) 


(vi) 


conspire to and -eate and artifically stimulate 
the market for wennison Personnel stock in order to 


induce the purchase or sale cf Dennison Personnel 


stock by others; 


inéuce broker-dealers to trade Tennison Personnel 
stock and to enter quotes iu the "Pink Sheets" of 
the Nautiona= Quotation Bureau at prices which (a) 


were arbitrary; (bY bo-ve-ao relation to the true 


to ics intrinsic worth: 


| 
used the existence of this fraudulent trading 


14: 


Cc 


mar’et value cf the stock and (c) were unrelated 


market to sell and ctherwise Gispose of Dennison 


| 
i 


Personnel stock in their possession to members 


| 
of the public, at prices in excess 
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of the stated 


as 


reflected in the registration statement and pros‘ectus 


filed with the plaintiff; ; 


sold shares of Dennisoi: Personnel to custcmers in 


principal transactions without disclosing 


‘ 


Carlton-Cambrige was uccing as principal; 


dominated, controlled and maripnlated the 


that 


stock 


price for the common stock of Dennison Personnel; and 


sold shares of Dennisor ’ersonnel stock to customers 


in principal transact;ions at prices exceeding the 


market price quoted in the "Pink Sheets" which itself 


had been manipulated te an artificially high price. 


sie cia oie 1 daa alee inane Se i sbi. | 

6. Contrary to the express representations of the 
registration statement and the prospectus to the effect that 
all monies would be deposited in an escrow account, Rega and 
Carlton-Cambrige, aided and abetted by Coven, Levin and the 
Repubiic Bank, diverted subscribers funds and comingled them 
with ordinar, revenues and used the funds to meet business 
expenses. 

7. Contrary to the express representations of the 
registration statement and the prosrectus to the effec« that 
unless the minimum number of shares were sold the purchasers 
money would ke ceturned, Rega, Carlton-Cambrige and the Republic 
Bank, aided and abetted by Coven ane Levin, disbursed the public 
funds withort evigence that the minimum aumber of shares had in 


fact been sold. : ; is - 


a 


", — 


c. Defendarts Rega, Carlzcon-Cambrigz, atded—and ahetted 
by defencants Coven ané Levin, falscly represented to the pubdjic 
subscribers: 

(1) tnat stevens vackson Seggos, inc. was a-co-underwriter 
when in fect that firm appearsa sais te an accoinmoda- 
tion to Coven; 

(ii) t ~. Carlton-Cambrige anc Stevens Jackson Sesgos woulc 
use their best etiorts to sell 411 6,000,000 shares 
and failed to indicate that sale of the new issue 
had ceased after 3,073,0u0 shares and apparently 
been sold; 

(iii) Logether with defendant Republic Bank, that all sums 
collected from them would be held in.an escrow account 
at Kkepublic Bank and that such funds would not he 
released or used for any purpose until the offering 


had been successfully ccenpleted. 


9. 
by Coven 
(1) 


(ii) 


(ii) 


(iii) that the prices 


and Levi 


Defendants 


that shares 


chased 


that 


ea 


oe. * wa ‘owe 


A 


Rega, Carlton-Cambrice, aided and abettec 


n omitted to disclose t> public customers: 
40m 
. A ° eG 
in the public offering had to be pur- 16 
in 1,000 share Bbiscxs: a 


ch branch office ar3 saiesiian at Carlton- 


e was given a maximum number of 
e sold in the 


Deunisen Personnel offerins 


this limitation was Cesianed to assure 
e minimum would be sold; 
Defendants Rega and Caviten-Cambrise, aided and abettel 


that it was 


comniss 


Cambrige undervritings 


and not 


. Boe \ ‘ : 
au Ver LenS Su joCe vv 


that th 
open an 
and cem 


of mani 


"pink sheets" and the prices at 


ions 
only on sales to customers 
pay commissions on customer sales of stock which 


oa% 8 mF etka ced wee em tee 
DE ee ee 


@) 
or 
. 


| 


e market in Dennisen Personnel was not a free, 


ad competitive m wovernee by lavs of sunrl 
and but was instead one entirely a creates 
pulation 


which Dennison Fearson- 


ne was bought and sold were totaly unrelated to 
che true market value cf such stock and bore no 
relation to its intrinsic value; and 

(iv) the true manner in which the public offering wor 
be conducted and that as a result of the actions of 
@efessents Bansisen Persennel would be denisd Sunes 
to which it was enticled and would not receieve 

pi biehg - ni iH 


funds to carvty out the objectives stated in 


statement and prospectus. 


spelen —_ ; 7 
SECOND CAUSZ OF ACTION 4'%a 


(Section 10(b) of the Exchange Act, 
15 U.S.C. 78}(b) and Rules 17 C.F.R. ; 
240.10b-6 thereunder) 


33. Plaintif£ Commission rea .eges and incorporates hy 
reference cavwh and every allegati-n in paragraphs 1 through 32 
of this Complaiut. -— | | 

34. Defendants Carlton-Carm>rige, Rega and Pascall, aided 
and abetted by Ceven and Levin, while participating ay an under~ 
writer in a distribution of the original issue of Dennison Personnel 
and suzsequently as 42 person on whose behalf such a distribution was 
made, directly and indirectly, by the use of means and 
instrumentalitics -of interstate cormerce, of the mails, 
bie for and purchased fur accounts in which tt had a ‘ 
beneficial interest, stock of Dennison Personnei—which was 
the subject of such distribution as mor¢ fully described in 


paragranus 28, 29 and 30 above. 


> 


sine: ban at an Int ead -— = eerAe 
Pes AVVO OF me Lavi 
ee ee 


(Section 5(Jo} (2) of the Secvrities 
Gelivery of securities unaccompanied 


by proper prospectus) 

35. Plaintiff Commissiou realleges and incorporates by 
reference wach and every allegation in paragranhs 1 through 34 
of this Complaint. | 

36. Defendants Rega and Carlton-Cambrige, aided ani 
abetted by Coven ane Levin, carricd or caused to be carricd 
througn the mails and in interstate comnerce the Conon stock 
of Dennison Personnel for the purpose of sale and fos delivery 
after sale, and in connection with such sales and deliveries, 
used a prosnectus which cid not mect the requirenents of Section 


10(a) of the Securities Act, in thai such prosnectus was materiszil 


false and misleading with regard to the items specified in paragrapa 


32 above, 


FOURTII CAUSE OF ACTION ° 


(Sections 10(b) and 15(c) (2) of the 
Exchange Act:, 15 U.S.C. 783%/b) and 
15 U.S.C. 780(c) (2) and Rulc 17 C.F.R. nn 
240.15c2-4 promulgated thereunder - “+ 
Frauduient transmission or maiitenance 

eof payments received in conrection 

with an underwriting 


37. Plaintiff Commission ee ee incorporates by 
reference each and every allegation containeé in pasa. aphs 1 
through 36 of this Complaint. 

38. By thé acts described re paragraphs 29 snd 30 above. 
defendants nabbeantalbeken(. Neus and the Republic 2ank violated 
end Coven and Levin 2ided and abetted violaticns of ee ee 10 (b) 
an@ 15(c)(2) of the Excnange Act, 15 U.©.C. 78j(b) and 780(c) (2) 
and Rules 17 C.F.R. 240.10b-9 and 15c2-4 thereunder in that saio 
defendants acceptec payments for Dennison Persorr.el stcck in an 


ws 


“all or none" distribution without: ite a. 


A. Promptly depositing such money or other consideration | 
in the Kepubliic Bank escrow account, as agent or trustee fur tie 
persons who had the beneficial interest therein, until such time 
as the entire oifering was sole cs the selling perioé hac expircd; 
ana 

B. Protecting such money or other consideration received 
in escrow for the cersons who had the beneficial interest tnerein 
and then transmitting or returning such funds directly to the person: 
entitled thereto when the entire offering was soid or the selling 
period had expired; as required by Rule 17 C.F.R. 240.25¢?-4 and 
17 C.F.R. 240.10b-9. 

WHEREFORE, plaintiff Commission respectf lly demands: 

I. A preliiminary injunction and a final judgment of 
permanent 1ijunction enjoining defendants Rea, Christian-Painc, 


Carlton- Ca mbrige, Coven, Levin, Republac Bank, Pascall, i-cvine, 


Coloff, Cofvino and Weinberg, their officers, airecters, nominees, 


, s @ 
. . * 
agents, servants, empLoyess;, successors, attorneys, assigns, and 
those persons in active concert or participation with them, and 
each of them ("ai xectly and indirectly, in connection with the offe 


sale or purchase of the shares of the common stock of 


Dennison 


- 
alll 


Personnel, or any other security, by the oT of the means and 49: 
instruments o* transportation or cco... unication in interstate 
commerce of of the u.asls fron: 

(a) ems oying any device, scheme or artifice to 

defwad; j 
A ae 
(p)} obtain.ny monev or pro ty hy means of or orherwise 
makiny anv untrue stetement of a material fact cor 
omits nv to state a material fact necessary in cxrdar 
to male she statements made, in the lisht of tha 
circumstances under which they were mace, not nis- 
leading; or iets 
-(@) engaging in any act, practice or ccurse of jousiness 
: which operates scr ..culd operate as a fraud or deceit 
upon any persons. 

Il. A preliminary injunction and a finel judgment of 
permanent injunction enjoining cefend-nts Rega, Christiin-Paine, 
Carlton-Cambrige, Coven, Levin; their officers, directors, nominses, 
agents, sexvarts, employees, successors, attorneys, assigns, and 
those persons in active concert or nsrticipaticn with them, ara 
each cf then, directly and indirectly, from carrying or causing ° 


to be carried through the mails or in interstate commerce ary 


with 


security resnect to which a registration statement has seen 


filed with the Commission, unless such security is accompaniod 


chy a presrectus thak meets the requir 


rements of 


subsection (a) of Section 10 of the Securities Act of 19233, 
Iii. a prali:inary injunctisn «nd a final judsr.z : 
permanent injunction enjoining defendants Rega, Christian-Paine, 
“7d 
Carlton--Cainbri ge, Coven ané Pascail, their officers, directoss, 


—“— “. eee he ed ee ae rw. --* 9 emits _ —. oe “2 


alibi ages, servants, cmployees, gécencéors, attomevs. s 
assigns, and those persons in active concert or participation 

with them, and each of them, directly and indirectly, from ; fear 
making use of the mails and means and irstruments of interstate 
commerce, or of any facility of any nutionai securities exchance, 


either alone or with one or more othcr persons, biding for or 


purchase for any account in which tney, or any one of then, 


has a beneficia) interest, Denniscr Pezsounel or any other security 
eae | 


which is the subject of a distribution in which said person or 
persons naving a beneficizi interest, is participating or has | 
| 


agreed to participate, or any security cf tiie same class and 


* k 24 } Fe : 
series, or any right to purchase any such security, or to attempt 


to induce any person to purchase any such security or right until 


— = 


after such participation has been completed. ; en 
| a - 
Iv. A preliminary injun¢tion and a final judgnent. of 
| ; 
permanent injunction enjoining defendants Rega, Christian-Paine, 


Carlton-Cembrise, Coven, Levin and Republic Bank, their officers, 
Girectors, nominees, agents, servants, ‘isitecoua, successors, 
attorneys-in-law or in fact, assicns, and those persons in ac.ive 
concert or -71rticipation with them, and each of them, directly 
and indirectly, from making use of the mails and means or instrv- 
ments of interstate commerce while a broker-dealer in securities, 
nr while a person associated with a broker-dealer, to accept any 


part of the sale price of any security being distributed in any 


Aistribution of securities, other than a fimn committment under- 


writing, unless: ' : 


(2) the money cr other considcraticn received is 


ty 


- promptly transmitted tc the persons entitled 


~ thereto; or : eR Sdierieste. 


~~ ROS 


(b) if ¢ 


Se «Scale © 


“er none" basis, or on any other tasis which 

i contemplates that payment is “net to be made 
to the person on whose behalf che distribution 
is being made until some turther event or 


contingency occtixs, ‘ ae 


Pte 


(2) 


--frnds are so transmitted or returned. ines ce 


a eet - - coma = ~—— aswel am a ~ 


«. -.? 


. a ~ 2 » -- 
er oem eense ow? — Pee ee neil 


mo okt ae P+ aces es sot eel oo 


he distribution is beiag lade on an "ail 


— - 


a ite : 
the money or other consideration received 
: f if 


is promptly deposited inja separate bank 


accuunt 38 agent or trustee for the persons 
a | 
who have the »eneficial interest therein, 
| 
until the appropriate event or contingency 


has occurred, and then the funds are promptly 
| 
transmitted ox returned to the persons entitled 


avs ~ | 
mexeto, or - | 


all such funds are promptly transmitted 2 

a bank which hes agrecd in writing to Lele 
all such funds in escrow ‘fot the persons vie 
have the beneficial interest therein and to 
transmit or return such funds directly to the 
persons entitled thereto when the appropriate 


event or GOOeSageney has TORE NO and such 


~= 9 @ em - 


a «pare Pah eubilas ° Leswt 
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x - 


en ° ae ww te eee on eT es i ee ere — 


ae . as Such other and further relief as the nature of the 


“es -— : mye te 


case may require and the Court may deem proper. ae 


Pee dhs > Respectfuliy submitted, . © D4 


. ee aay Regicna] Administrator 


: oe Attocney for Plaintiff 
r SECURITICS AND XCHANGE COMMTSSTIO:! 
~’ “New York Regicual Office 
~' 4/26 Federal] Plaza 
‘New York, New York 10007 
Telephone No: (212) 264-16€3¢ 
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Of Counsel: 


} William Nortman 
=~ Thomas R. Beirne : - 
Robert A. Heghmaiin 2 ve ares 


Dated: ' New York, New York e : s 
July > , 4973 Teoh os Rts Lata ate 
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fice where alieged in the City of New York ,and tha 
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ANSWER 
buttsp | STAT oie Paosbragihibsgomtis COURT 
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Pasar AND EXCHANGE COMMISSION, (LWP ) 
4 


 *~Plaintif®€, 73 Civ. 2944 
| - ragainst- 


OSEPH REGA, IR., et ak; 


4 Defendants 


; BERNARD JAY COVEN, by his attorneys, FELDSSUH & 


PRANK, 
i 
| 
ialleges : 


in answer to the complaint herein, respectfully shows and 


‘ . 


I 1. . Denies each and every allegation contained in 
‘ - 


| 


\ . * . 
tparagraph 1 of the complaint insofar as it relates to or purports 
i° : ; 


'to relate to him. 


2. With respect to paragrapns 2,3 and 4 of the 


‘complaint the allegations therein state conclusions of law tc whic 


! 
mo respousive pleading is required and he denies that the ullega- 


| ) . 
‘tions of said paragraphs have any application to him. 


3. Denies each and every allegation contained in 


= agraph 11 of the complaint, except admits said defendant has a 


pursuant to 


n escrow agreement it agreed to — did maintain an escrow accou 
' 


receive certain subsvibdr's funds. in connection with the publi 


offering of Dennison Personnel. 


4. With respect to paragraph 18 of the complaint 


the common stock of Dennison was decla 


With the Commission and denies that the underw 


ANSWER 


admits that a Registration Statement for 
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on April 26, 1972, but refers to the document which is 


riter was “ohligated" 


che remaining 3,000,000 shares 


as' its attorney with respect to a public offering of 


and that said defendant is experienced and 


ane every allegation contained 


ee 


Pnerein of Saragraphi9 of the complaint. 


6. Denies each and every. allegation contained in 


paragraph 21 of the complaint except admits that co-unerwriter 


! . 
eke. Jackson Seggos, Inc. was a broker dealer whose principal 


! 
| 
| 7. Denies each and every allegation contained in 
parage aph of the complaint numbered 22, except admits that an 
e 


| scrow account was opened at defendant Republic. Bank in connectic 
jwith the public offering of the common stock of Dennison. 


8. Denies each and every allegation contained in 


saragraph 23 of the complaint except admits that the Dennison i232 
E grap c ep 


gristration statement and prospectus indicated that Carlton-Cambr 


ca 


and Stevens Jackson were co- 


-underwriters for the Dennison issue. 
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| 9. On inforcmation,and belief admits that on or 
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c intiff in paragraph 24 of the complaint, and 


jexcept as so admitted denies knowledye or information sufficient t 
' ° = . 


2 Pe eee 


form a belief. with respect to. each and every allegation contained 


|" Said paragraph 24 of the complaint herein, 


| 19. Denies knowledge or information sufficient to 


= 


on contained 


bs 


form a belief with respect to each and every allegat 
H 


lin paragraph 25 of the complaint. 


: P , : 
: 

| 11. Denies each and every allegation contained in 
| 


paragraph 26 of the complaint, except that with respect to the alli 


! ‘ + " 
gation that “on or about May 29, 1972, Carlton Caworiae “closed thi 


2 


rmation sufficient to form a be- 


| 
a with respect thereof. 
| 12. Denies each and every allegation contained in 


with 


| paragraph 27 of the complaint. 
| : 

! 13. With respect to paragraph 23 of the complaint 
{ . i : , ‘ he j P 
seat knowledge or information thereof sufficient to form a beli 


respect to each and every allegation therein, except denies 


and every allegation therein as pertains to him. 


! 
! 
14. Denies knowledge or information sufficient to 
| form a belief with respect to each and every allegation contained 


in paragraph 29 of the complaint, except 


Genies that the terms 


| $300,000 


paragraph 39 of the complaint. 
4 4 


15 herein in answer t 
paragraph 32 of the complaint insofar a 


relate to him, including in s: 


ANSWER 


. £62 
tion Statement and the prospectus provide as alles- 
and refer to such documents filed with the Commission, 


Genies that the issue was closed Gespite the fact that 


as never collected as alleged therein. 


ink Was aware of the terms of the prospectus and escrow 


escrow agreement and that 


d subscribers' funds from the escrow account, except as 


every allegation contained therein.o£ 


ith respect .to paragraph 31 of the complaint 


O paragraph 31 of the complaint. 


“= 27. Denies eacn and every allegation contai:ed in 


me a ae eee ee ee ee - 


s it relates or purports to 
ich denial all of the various sub- 


and sub-sections insofar as they relate or purport to 


| relate to him. 


ore ED 


18. With respect to paragraph 33 of the complaint 


answers set forth in paragmphs 1 through 


| 


| 
| 
| 


ANSWER 272 


he repeats his answers to paragraphs 1 through 32 of the compl-- 


herein. 


19. Denies each and every allegation contained in 


paragraph 34 of the complaint herein insofar as they pertain to 


him. 


20. With respect to paragraph 35 of the complaint 


* PN 1. 
ne reoeats n 
. 


his answers to paragraphs 1 throvgh 34 of the complaint. 


21. Denies each and every allegation contained in , 


paragraph 36 of the complaint. 
| 22. with respect to paragraph 37 of the complaint 
he repeats his answers to necanvintie 1 througn 36 of the Complaint. 
23. Denies each and every allegation contained 
in paragraph 38 of tne complaint insofar as it relates or purports 


to relate to him and denies knowledge or information sufficient to 


form a belief theresf with respect to the allegations relating to 


other defendants. 


AS AND FOR A FIRST AFFIRMATIVE 
DEFENSE 


24. That the extraordinary remedy of an injunction 
against the defendant Coven is not aopropriate in that the com- 
plaint Fails to state a claim against the said defendant upon whicl 


such relief cz- be granted. 


BUDSCQUUCIIL LY HPLid LAF/eo Wisicili 


Lilo GAG ETL AYLI VSL 


ANSWER 


AS AND FOR A SECOND AFFIRMATIVE 
DEFENSE 


4 


c Charan Ta wile em em a. ry —— 
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iwas- one of the underwriters of Dennison, and upor. information and 


‘said defendant Republic Bank of commission deductions and upon 


Rerublic Bank relied. That the 


com deficient since it fails to join an indispen- 
| - 


| sible party within the meaning of Rule 19 of the Federal Rules 


AS AND FOR A THIRD AFFIRMATIVE 


! 
| NDOODATCLr 
| Joc GW ~ 


| 26. Paragraph 3.0l(e) of the Underwriting Agree- 
ment between Dennison and its Underwriters which was submitted to 
the Commission as part of the Reyistration Statement and referred 
1to in the prospectus permits the deduction of commissions ard ex- 


wances prior to remittances by the underwriters for 


TU DGCMENT APE EALEL FN 


Re Wed 


ANSWER 


AS AND FOR A FOURTH AFFIRMATIVE 


SFENSS 


27. The relief sought by the plaintiff is equitable 


hoe 


n nature. 
28. That the plaintiff has come into this Court wit 


unclean hands and thus cannot invoke this Court's equitable juris- 


‘diction against defendant Coven. 


29. That the complaint herein, paragraph 21 alleges 
Stevens 
that co-underwriter/Jackson Seggos, Inc. sold no shares and allege 


in paragraph 23 of the complaint herein that "Carlton-Canmbrige was 


in fact,the sole uncerwriter". 


30. That at’ the time when such allegations were 
! . 
made and at the time the complaint was signed by the plaintiff's 


attorney, the plaintiff was in possession of documents and taken 


testimony which evidenceu that: 


(a) Stevens Jackson had offered directly or 
through its selling group members approximately 711,900 shares of 
the Dennison issue; 


(b) Stevens Jackson had sold directly or 


= 


through its selling group members approximately 351,000 shares of 


the Dennison issue; 
(c) That the failure to have named Stevens 


: sieht ... 30a 


Jackson -as a co-underwriter would have been a violation of the 


| 
| 
| 
| 
| 


Securities Act of 1933, as amended. 


AS AND FOR A FIFTH AFFIRMATIVE 
DEFENSE a 


| 
| 
| 
31. That the Court lacks jurisdiction over the 

— iets this complaint insofar as it relates to the 
| defendant Coven has not and is not now engaged, nor is he about to | 
| engage in any acts, practices or courses of conduct which con- 
kes or would constitute violations of the Securities Act of 

| 1933, as amended, the Securities Exchange Act of 1934, as amended, 
or any rule or regulation adopted by the Securities and Exchange 
Commission under either ot esta Acts. | 

| WHEREFORE, defendant Coven demands judgment 

| 


dismissing the complaint herein against him, toyether with the 


costs and disbursements of the within action. 


FELDSHUH & FRANK 
f A SPELF IAS 
Member of the Fixm 
Attorneys for Defendant 
BERNARD JAY COVEN 
Office & P.O. Address 
144 East 44 Street 
eo 212 Mu 7 8930 
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SECURITIES AND EXCHANGE C“MMISSION 


Plaintiff, 


-against- 
73 Civil 2944 (JEL) 
JOSEPH REGA, JR. 

CHRISTIAN-PAINE & CO., INC. 
CARLTON-CAMBRIGE & CO., INC. 


ROBERT B. LEVIN 

THE REPUBLIC NATIONAL BANK OF NEW YORK 
ROSS W. PASCALL 

LOUIS LEVINE 

BERNARD A. COLLOFF 

JOSEPH CORVINO 

HAROLD WEINBERG 


PRE-TRIAL ORDER 
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Defendants. 
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I 
JURISDICTIONAL STATEMENT 


LS 


A. Plaintiff Commission 


The Commission is authorized to bring this action by Section 
20(b) of the Securities Act of 1933 ("Securities Act"), 15 U.S.C. 
77t(b) and Section 21(e) of the Securities Exchange Act of 1934 
("Exchange Act"), 15 U.S.C. 78u(e). This Court has jurisdiction 
under Section 22(a) of the Securities Act, 15 U.S.C. 77v(a) and 
Section 27 of the Exchange Act, 15 U.S.C. 78aa. 

B. Defendant Republic 
As stated in detail in its Answer in this action, setenmie: 


Republic National Bank of New York ("Republic") contends that the 


Court lacks jurisdiction for each of the following reasor: 


gaa 


1. Republic did not use the United States mails or any means 


or instrumentality of interstate commerce directly or indirectly, 
in connection with the violations alleged in the complaint, and 
therefore the Court lacks jurisdiction over the subject matter of 
the complaint against defendant Republic. 

2. If, as alleged, the exact amount of $300,000 had to be 
in the escrow account for a valid closing to occur, Republic's 
release of the funds on June 21’to Dennison Personnel, Inc. 
("Dennison") was not in connection with any purchase or sale of 
securities and therefore cannot subject Republic to any liability - 
under Section 10(b) of the Excharge Act as alleged. 

3. If, as alleged, there was a violation of Section 15(c) 
of the Exchange Act and Rule 15¢2-4 thereunder in connection with 
the handling cf the funds in the escrow account, that violation 
cannot be extended beyond "the broker or dealer" who participated 
in the sale of the security as set forth in that Section and Rule. 
C. Other Defendants 

The other defendants do not contest jurisdiction. 

Il 


AMENDMENTS TO PLEADINGS 


There are no such amendments at this time. 
III 
UNDISPUTED FACTS 
1. On doxtt 26, 1972 the Commission declared effective a 
registration statement with respect to a public offering of the 


common stock of Dennison. The terms and conditions of the offer- 


ing are set forththerein and the registration statement cunstitutes 


an official public record of which this Court may take notice 
(Pl. Exh. 1). 

2. At the time of the offering, defendant Joseph Rega, Jr. 
("Rega") was president of defendant Carlton-Cambrige & Co., Inc. 
("Car 1lton-Cambrige.") 

3. At the time of the offering, defendant Carlton-Cambrige 
was &@ New Jersey corporation registered with the Commission &s a 
broker-dealer pursuant to eiiitin 15(b) of the Exchange Act, 15 
U.S.C. 780(a). Defendant Carlton-Cambrige was co-underwriter with 
Stevens, Jackson Seggos ("Stevens Jackson") of the Dennison public’ 
offering. 

4. Defendant Bernard J. Coven ("Coven") is an attorney 
licensed to practice law in the State of New York. Coven served 
as counsel to the issuer in the Dennison offering. Coven specialized 
in the practice of corporate law including.securities law and had 
sant than 20 years of experience in this field. Coven was responsi- 
ble for preparation of the amended registration statement which was 
declared effective by the piealaihins on April 26, 1972 in connection 
with the Dennison offering. 

5. Defendant Robert B. Levin ("Levin") is an atto:ney 
licensed to practice law in the State of New York. He served as 
counsel for the underwriters in the Dennison offering. 

6. Defendant Republic was designated in the registration 
statement as escrow agent to receive subscriber funds in connec~- 


tion with the Dennison offering. 
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21. The registration statement filed with the Commission and 
the prospectus distributed to public investors in connection with 
the Dennison offering provided that the underwriters, defendant 
Carlton-Cambrige and Stevens Jackson would use their "best efforts" 
to sell a total of 6,000,000 shares of Dennison stock at $.10 per 
share during the maximum 90 business day selling period (60 busi- 
ness days, plus an additional 30 business day period upon consent 
of the parties) which commenced on April 6, 1972. 

22. The registration statement and prospectus provide that 
in the event that at least 3,000,000 shares of Dennison stock were 
not sold within the maximum 90 business day selling period, all 
funds received from subscribers in the offering would be returned, 
without interest or deduction. 

23. In or about June, 1971, Gerald Bowes ("Bowes"), president 
of Dennison, approached defendant Coven and retained him as special 
counsel to Dennison for the purpose of effecting a public offering 
of the corporation's securities. 

24, Defendant Republic had no dealings with any other defend- 
ants in this action prior to April, 1972. 

25. At that time, defendant Coven, who was dertas as counsel 
for Dennison, approached defendant Republic and asked whether it 
would be interested in acting as an escrow zegent in connection 


with the offering of the common stock of Detnison. 


35a 


26. The nihandtthant for the offering were identified to 

Republic among others as defendant Carlton-Cambrige and Stevens 
~ Jackson, | ° 

27. As is its custom when considering a new client, defendant 
Republic received the appropriate credit reports on both under- 
writers from Dun & Bradstreet which reports were not unfavorable. 

28. The cover page of the prospectus which was part of the 
Dennison registration statement provided that all monies received 
will be deposited in escrow ee Republic National Bank of New 
York, 452 Fif th Avenue, New York, B.X. and returned promptly to 
subscribers in full without interes< o dalekion unless at least. 
3,000,000 shares are sold within 60 business days of the date hereof, 
or within an additional 30 business days, if such period is extended 
by mutual agreement between the Company and the Underwriters. 

29. Pages 15 and 16 of the prospectus provided that funds 
received from subscribers would be deposited in on escrow account 
with defendant Republic and that if at least 3,000,000 of the 
offered shares were not sold and paid for within the maximum 90 
business day selling period, then all of the monies collected from 
subscribers would be promptly returned in full to subscribers, 
without interest or deduction; and that "the -sregoing is a brief 
summary of the provisions of the Underwritin Apreement. It does not 
purport to be a complete statement of the t. -s and conditions of 
any such document. A copy of such document -: filed as an Exhibit 
to the Registration Statement, of which this -rospectus forms a 


part, and reference is made to such Exhibit i»r the complete terms." 
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30. Section 3.01(b).of the underwriting agreement signed by 


| 
| 
| 


defendant Rega for *cfendant Carlton-Cambrige with respect to the 
Dennison offering wk is also part of the registration statement, 
provided that until 3,000,000 shares of stock were sold, the under- 
writers would deposit all funds received with the defendant Republic 
in an escrow account. 

31. Section 3.0i(e) of the Underwriting Agreement provided 
that subject to the sale and receipt of funds for not less than 
3,000,000 shares of the shares to be offered herein, the under- 
writers would receive a commission of ten per cent plus certain 
expense allowances, That subsection further stated that such 
commission and expense allowances shall be deductible by the under- 
writers prior to remittance to Dennison on account of the shares 
sold. 

32. The escrow agreement entered into by Stevens Jackson, 
Dennison and defendants Carlton-Cambrige (by Rega) and Republic, 
in connection with the Dennison offering and filed as part of the 
registration statement provides in one of its nrovisions that on 
the delivery date, the escrow agent (defendant Republic) would 
deliver to Dennison and to the underwriters, its checks in the 
amounts of $255,000 and $45,000, respectively, provided that 
collected funds sufficient to cover such payments were in the escrow 
account on the delivery date (Section 2b). 

33. The escrow agreement further prov’.ied in one of its ies 


visions that in the event there was not $300,900 in the escrow 


account on the delivery date, of if no delivery date were set as 
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a result of the fact that all 3,000,000 shares of common stock 

were not sold on or before September 5, 1972, then upon notice 
given by the underwriters or Dennison to the escrow agent, all of 
the monies in the escrow account were to be refunded in full within 
12 business days to the purchasers of the stock, without interest 
or deductions (Section 2d). = 

34. The escrow agreement further provided in one of its pro- 
visions that the underwriters were to deposit with, or to mail for 
deposit to, the escrow agent riot later than the third business 
day following the receipt of the same; all funds. . . which the 
underwriters had received for the purchase of shares of Dennison 
stock accompanied by appropriate letters of transmittal, listing 
the names and addresses of the purchasers of the stock and the 
number of shares purchased by each (Section 1). 

35. At or about the time of execution of the escrow agreement, 
defendant Republic recieved a copy of the Dennison prospectus and 
underwriting agreement, and through its officers, was aware of the 
provisions contained therein. 

36. On April 25, -1972, a due diligence meeting was held at 
the offices of the Commission in New York City. The parties 
present included Jules Ziffer, Bowes and defendants Rega, Coven 
and Levin, The due diligence requirements for the offering as 
discussed at the meeting were summarized in a ..tter forwarded to 
the Commission by defendant Levin and endorsed by defendant Coven, 


which letter is Commission's proposed Exh, 31. 


37. On or about May 29, 1972, defendant Rega decided to stop 
selling Dennison new issue stock and attemnted to schedule a clos- 
ing for the offering. Defendant Carlton-Cambrige sold no further 
Shares in the original offering after this date, 2 38a 

38. Defendant Coven, ounsel for Dennison, prepared an opinion 
dated May 30, 1972, which recited that it was being issued pursuant 
to paragraph 6.06 of the Underwriting Agreement and which was de- 
livered to the underwriters and defendant Repubiic on or before 
June 12, 1972. ait 

39. [Deletred] 

40, Commencing on or about on May 31, 1972, defendant Re-ublic 
received at times confirmations and net proceeds of the sales of 
the shares of Dennison from certain of the underwriters, that is, 
an amount equal to commissions and exnenses due to the selling 
broker-dealers under the Underwriting Agreement was deducted, prior 
to remittance to defendant Republic, 

41, Each confirmation received by Republic after May 30, 1972 


was stamped "Paid" and reflected a payment dete prior to May 30, 
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1972. 

42. Defendant Carlton-Cambrige had not received notice from 
its bookkeeping staff that all checks delive::2d by subscribers had 
cleared when Rega decided to step selling D< iison new issue stock. 

43. On June 2, 1972 defendant Carlton: -nbrige sold 120,500 
shares of Dennison stock for its own account .o nublic customers. 
Of these, 100,000 shares were sold at $.11 > - share and 20,550 


4 


shares were sold at $.13 per share. 
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44, On June 5, 1972 defendant Pascall, -ile emnloyed as a 


branch manager by defendant Carlton-Cembrig: ordered at market 


dee Bans e woe 


the ourchase for his account of 35,000 shar:. 2 Dennion through 


51. As checks were received from subscribers to the Yennison 
offering in payment for their shares, defendant Carlton-Cambrige 
deposited checks in its account at Commercial Trust Co. of New 
Jersey ("Commercial Trust"). Defendant Carlton-Cambrige later 
wrote checks against this account for deposit in the escrow account 
at defendant Republic. ~ 392 

52. Defendant Republic received its first deposit for the 
-escrow account on May 19, 1972 when it received a check from defend- 
and Carlton-Cambrige drawn on’ the firm's account at Commercial Trust 
in the amount of $27,320, a covering letter and confirmations for 
the sale of 273,200 shares of Dennison stock. 

53. Defendant Republic received its sili deposit for the 
escrow account on May 22, 1972 when it received a check from defend- 
ant Carlton-Cambrige drawn on the firm's account at Commercial Trust 
in the amount of $21,650, a covering letter and confirmations for 
the sale of 216,500 shares of Dennison. 

54. On May 31, 1972 the balance in the escrow account at 
defendant Repubiic was $65,881.25. 

55. On May 31, 1972 the balance in defendant Carlton-Cambrige's 
regular checking account at Commercial Trust was $73,468.82, as 
reflected by Pl. Exh. 3%. 

56. On June 5, 1972 the balance in the escrow account at 
defendant Republic was $73,981.25. 

57. On June 5, 1972 the balance in defendant Carlton-Cambrige's 
regular checking account at Commercial Trust was $65,666.84 as 


reflected by Pl. Exh. 39. 
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58. On June 12, 1972 when the above-referenced gathering 
occurred, there was a balance of $231,003 in the escrow account. 


Defendant Rega brought with him to the gathering an uncertified 


check for $31,493.75 drawn on defendant Carlton-Cambrige's account 
at Commercial Trust and submitted a letter stating that defendant 
Carlton-Canbrige had deducted its commissions and expenses in 
advance and therefore the balance in the eccount plus this check 
(a tot.’ of $262,496.75) was sufficient to close. 49a 
59. At the request of defendant Republic, defendant Coven 
signed and submitted a letter stating that when the checks then on 
deposit in the escrow account had cleared, defendant Republic was 
to deliver from the escrow account co Stevens Jackson $3,682.50 
and to Dennison the balance. The letter was dated June 13, 1972. 

' 60. On June 13, 1972, Jules Ziffer ("Ziffer") wrote a letter, 
on behalf of Stevens Jackson, to defendant Republic stating that 
351,000 Dennison shares were sold by Stevens Jacksor ind its 2ll- 
ing group, and that Gotham Securities, a member of the selling 
group, hed remitted net proceeds to the escrow agent (Pl. Exh. 9). 

61. On June 15, 1972 the American Stock Transfer Co. ("AST") 
the transfer agent for Dennison, received instructions from defend- 
ant Carlton-Cambrige to prepare certificetes for 2,724,000 shares 
of Tennison, of which 1,000,145 shares were in the name of defend- 
ant Carlton-Cembrige. 

62. On or before June 19, 1972 AST delivered certificates 
representing 3,073,500 shares to defendant Reublic. Subdsequently, 
no further certificates representing shares pzruchased in the original 
Dennison offering were prepared or deliverec. Republic ver 
number of shares delivered and prepared deliv:ry tickets to the 


various members of the selling grcup (Pl. Exh. 22). 


63. On June 20, 1972 defendant Republic sent a nayment 
advice to defendant Carlton-Cambrige and Stevens Jackson indicat- 
ing that the net amount of $31,493.75 was paid a..d credited to the 
escrow account. On the following day, defendant epublic made the 


following disbursements from the escrow account: 


to Dennison $258,064.25 . 4ta 
to Stevens 

‘ Jackson 3,682.50 
to Republic 750.00 


On that day prior to Aa aineladie. there was a balance in the 
eszrow account of $263,496.75 of which $1,000 was still in 
collection. 

64, Having verified that 3,073,500 shares were being issued, 
being in a position to deliver to Dennison a sum reflecting in excess 
of the net proceeds from the min .'..m amount ; e offering, and 
after being advised by all parties to the Underwriting Agreement 
tha commissions and expenses had been deducted from the proceeds 
deposited in the escrow account, which altogether would have rro- 
duced a balance in excess of $300,000 in the escrow account, defend- 
ant Republic distributed the $262,496.75 in the escrow account and 
delivered the share certificates. 

65. The escrow account was closed on June 27, 1972 when 
defendant Republic issued a check to Dennisc: in the amount of $1,009. 
66. On June 21, 1972 Dennison receive. a check drawn on the 
escrow account in the amount of $258,064.25 ~nich exceeded by $3,009 

the net proceeds which would be due to the <:suer in the event the 


minimum amount of the offering (3,000,000 sh:+es) had been sold. 


the 


67. Subsequent to April 26, 1972 with the excention of 


de-registration, the Dennison registration statement was not 
amended, "stickered" or supplemented in any way. 

68. Defendant Carlton-Cambrige entered its name in the 
pink sheets of the National Quotation Bureau as a market maker 
in the common stock of Dennison on June 15, 1972 (Pl. Exh. 38). 


69. Between June 15, 1972 and October 31, 1972 defendant 


Carlton-Cambrige had the highest bid in the National Quotation 
Bureau pink sheets for Dennison-stock onevery single trading day 
(Pl. Exh. 38). 


70. On June 29, 1972 defendant Coven tele-hcied Steven J. 


Glusband, an SEC investigator who was investigating the Dennison 
offering, and tneuteed of Glusband as to the nature of the jeveut(« 
gation and which violations, if any, were being alleged. 

71. On July 7, 1972 and July 17, 1972, defendant Coven tele- 
phoned the SEC office of Chie’ Counsel in Washington, D.C., and 
made a general inquiry concerning Dennison. 

72. The Commission's exhibits indicate that a letter was 
written by the staff of the Commission to defendants Levin and 
Coven c1 May 26, 1972 expressing concern that the underwriters 
were not submitting bi-weekly sales reports to the Commission. A 
copy was not sent to defendant Republic. 

73. Commission's counsel has indicated that the rresident 
of Stevens Jackson apreared and testified in san investigative 
proceeding on June 14, 1972. The Commission cid not formally 


advise the defendants herein of this appearance. 
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UNITED STATES DISTRICT COURT . 43a 
SOUTHERN DISTRICT OF NEW YORK 


SECURITIES AND EXCHANGE COMMISSION : 
Plaintiff, g 
-against- t 


JOSEPH REGA, Jh. 
CHRISTIAN-PAINE & CO., INC. 


CARLTON-CAMBRIDGE & CO., INC. : 

BERNARD JAY COVEN 

ROBERT E. LEVIN H 

THE REPUBLIC NATIONAL BANK OF NEW FINAL JUDGENT 
YORK : 

ROSS W, PASCALL 

LOUIS LEVINE : 

BERNARD A, CCLLOFF 

JOSEFH CORVINC : 


HAROLD WEINBERG 


Defendants. 

eee $ 
Plaintiff, Securities and Exchange Commission ("Commission"), 

having filed its Complaint herein on July 5, 1973, and the 

defendants having appeared herein and a trial on the merits 

having been held between January 2, 1974 and March 7, 1974, and 

the Court having issued an opinion in this matter on June 30, 


1975 containing the Court's findings of fact and conclusions 
oo 


of law pursuant to Rule 52(a) of the Federal Rules of Civil 


MICROFILM 


Fe) 

procedure, it is hereby 

— ‘ 

yi ORDERED, ADJUDGED AND DECREED that: 
=> 

= 


I. Defendants Joseph Rega, Jr., Christian-Paine & 
Co., Inc., Carlton-Caubridge & Co., Ince, Ross W. Pascall, 
Louis Levine, Bernard A. Colloff, Joseph Corvino and Harold 
Weinberg, their officers, directors, nominees, servants, 
employees, successors, agents, attorneys, assigns and those 
persons in active concert and participation with then, and 
each of them, directly and indirectly, in connection with the 
offer, purchase or sale of the common stock of Dennison 
Personnel, inc., or any other security, by the use of the 
means and instruments of transportation or communication in 
interstate commerce or of the mails, are hereby euatendlie 
enjoined from: 

(a) employing any device, scheme or artifice to defraud; 

(b) obtaining money or property by means of or otherwise 
making any untrue statements of a material fact or omitting to 
state a material fact ‘caine: 4 order’ to make the statements 
made, in the light of the circumstances under which they were 
made, not misleading; or 

(c) engaging in any act, practice or course of business 
which operates or would operate as a fraud or deceit upon any 
person, nr ; Fe a 

II. ‘tuat defendant Bernard J. Coven, his seinbiiies 


servants, employeus, successors, agents, attorneys, assigns 


oe 


a 


' 
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and those persons in acrive concert and participation with 
him, and each of them, directly and indirectly, in connection 
with the offer or sale of the common stock of Dennison Personnel, 
Inc., or any other security by the use of thg means andiin- 
struments of transportation or communication in interstate 
commerce or of the mails, is hereby permanently enjoined from 
engaging in any act, practice or course of. business which 
operates or would operate as a fraud or deceit upon any person 
in connection with the distribution of any security. 

III. Defendants Joseph Rega, Jr., Christian-Paine & Co., 
Inc. and Carlton-Caubridge & Co., Inc., their officers, directors, 
nominees, servants, employees, successors, agents, attorneys, 
assigns and those persons in active concert and participation 
with them, and each of them, directly and indirectly, in con- 
nection with the offer, purchase or sale of the common stock 
of Dennison Personnel, Inc., or any other security, are hereby 
permanently enjoined from carrying or causing to be carried 
through the mails or in tieeeatnite commerce any security with 
respect to which a registration statement has been filed with 
the Commission, unless such security is accompanied or preceded 
by a prospectus that meets the requirements of subsection (a) of 
Section 10 of the Securities Act of 1933. 


IV. Defendants Joseph Rega, Jr., Christian-Paine & Co., 
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Inc., Carlton-Cambridge & Co., Inc., Bernard Jay ance aiid 
Ross W. Pascall, their officers, directors, nominees, servants, 
employees, successors, agents, attorneys, assigns and those 
persons in active concert and participation with them, and 
each of them, are hereby permanently enjoined from making use 
of any means or instrumentality of interstate commerce, OF of 
the mails, or of any facility of any national securities ex- 
change, (1) while an underwriter or snangiesinn underwriter in 
a particular distribution of the common stock of Dennison 
Personnel, Inc., or any other security, or (2) while an issuer 
or other person on whose behalf such a distribution is being 


made, or (3) while a broker, dealer, or other person who has 


agreed to participate or is participating in such a distribution, 
directly or indirectly, either alone or with one or more other 
stacennh to bid for or purchase for any account in which they, 
or any one of them, has a beneficial interest, the common stock 
of Dennison Personnel, Inc., or any other security which is the 
subject of such distribution, or any security of the same class 
and series,.or any right to purchase any such security, or to 
attempt to induce sny person to purchase any such security or 
right until after they, or any one of them, have completed their 


participation in wuch distribution, as prohibitedunde Rule 10b-6, 


whe 
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V. Defendants Joseph Rega, Jr., Christian-Paine & Co., 
Inc., Carlton-Cambridge & Co., Inc, and Bernard Jay Coven, 
their officers, directors, nominees, servants, employees, 
successors, agents, attorneys, assigns and those persons in 
active concert or participation with then, and each of then, 
are hereby permanently enjoined from directly or indirectly, 
making use of any means or instrumentality of interstate 
commerce or of the mails, or of eny facility of any national 
securities exchange, in connection with the offer or sale of 
the common stock of Dennison Personnel, Inc., or any other 
security, to make eny representation: 

(1) to the effect that the security 1s being offered 
or sold on an "all or none" basis, unless the security is 
part of an offering or distribution being made on the con- 
dition that all or a specified amount of the consideration 
paid for such security will be promptly refunded to the 
purchaser unless (A) all of the securities being offered 
are sold at a specified price within a specified time, and 
(B) the total nmount due to the seller is received by him by 


a specified date; or 
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(2) to the effect that the security is being offered on 


any other basis whereby all or part of the consideration paid 
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for any such security will be refunded to the purchaser if 
all or some of the securities are not sold, unless the securi y 
is part of an offering or distribution being made on the «vn» | 
dition that all or a spacified part of the consideration paid 
for such security will be promptly refunded to the purchaser 
unless (A) a specified number cf units of the security are 
sold at a specified price within a specified time, and (B) 
the total amount due to the seller is received by him by a 
specified date. 

VI. Defendants Joseph Rega, Jr., Christian-Paine & Co., 
Inc. and Carlton-Cambridge & Co., Inc., their officers, 
directors, nominees, servants, employees, successors, agents, 
attorneys, assigns and those persons in active concert and 
participation with them, and each of them, are hereby per- 
manently enjoined from making use of the mails or of any means 
or instrumentality of interstate commerce, while a broker or 
dealer in securities, to effect with or for the account of a 
customer any transaction in, or to induce the purchase or sale 
by such customer of, the common stock of Dennison Personnel, 
Inc., or any other security (other than U.S. Tax Savings Notes, 
U.S. Defense Savings Stamps or U.S. Defense Savings Bonds, 
Series E, F and G), unless such person, at*or before the com- 
pletion of each such transaction, gives or sends to such 


customer written notification disclosing: 
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(1) whether he is acting as a broker for such customer, 
as a dealer for his own account, as a broker for some other 
person, or as a broker for both such customer and some other 
persons; and 

(2) in any case in which he is acting as a broker for 
such customer or for both such customer and some other person, 
either the name of the person from whom the security was pur- 
chased or to whom it was sold for such customer and the date 
and time when such transactions took place or the fact that 
such information will be furnished upon the request of such 
customer, and the source and amount of any commission or other 
remuneration received or to be received by him in connection 
with the transaction. 

VII. Defendants Joseph Rega, Jr., Christian-Paine & Co., 
Inc. and Carlton-Cambridge & Co., Inc., their officers, 
directors, nominees, servante, employees, successors, agents, 
attorneys, assigns and those persons in active concert or 
participation with then, po each of them, are hereby perman- 
ently enjoined fmm making use of the mails or any means or 
instrumentality of interstate commerce, while a broker or 
dealer in securities, to accept any part of the sale price 
of the common stock of Dennison Personnel, Inc., or any other 


security, being distributed in any distribution of securities, 
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other than a firm commitment underwriting, unless: 

(1) the money or other consideration received is promptly 
transmitted to the persons eattiten thereto; or 

(2) if the distribution is being made on an Mall or none” 
basis, ©. on any other basis which contemplates that payment is” 
not to be made to the person on whose behalf the distributicn 
is being made until some further event or contingency occurs: 

c (a) the money or other considera inn received is 


promptly deposited in a separate bank account, as agent or 


trustee for the persons who have the beneficial interest therein, 


until the appropriate event or contingency has occurred, and 
then the funds are promptly transmitted or returned to the 
persons entitled thereto; or 
(b) all such funds are promptly transmitted to a 

bank which has agreed in writing to hold all such funds in 
escrow for the persons who have the beneficial interest therein 
and to transmit or return such funds directly to the persons 
entitled thereto when the appropriate event or contingency has 
occurred, 

IT IS FURTHER ORDERED, ADJUDGED AND DECREED that the 


Commission's Complaint dated July 5, 1973 as to the defendant 


The Republic National Bank of New York is hereby in all respects 


dismissed with prejudice. 


attis 


IT IS FURTHER ORDERED that jurisdiction is hereby reserved 
over all defendants, except the Republic National Bank of New 
York, to makr such other and further orders and to issue such 
directions as the Court shall, on application or upon its own 
motion, deem necessary or appropriate for the accomplishment . 
of the purpose of this order. 
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Dated: New York, New York 
August 19, 1975 


Pre oi ie 


LAWRENCE W. PIERCE 
U. S&S. D. J. 
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LAWRENCE W. PIERCE, D.J. 


OPINION 
This is an action for injunctive relief in which 
the Securities and Exchange Commission (Commission) has 


‘charged the defendants with various violations of the 


ad 
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Securities Act of 1933, 15 U.S.C. §77a(a) et seq., as amended, 
and the Securities Exchange Act of 1934, 15 U.S.C. §78(a) et 

seq., as amended, and rules promulgated thereunder. A trial 

was held on this matter at the conclusion of which the Court 
reserved decision. Having found that it has Surtetierion” 


over the parties and subject matter of this action the Court 


makes the following findings of fact and conclusions of law 


pursuant to Rule 52(a) of the Fed.R.Civ.P. 

On April 26, 1972 the Commission declared effective 
a registration statement with respect to the public offering 
of the common stock of Dennison Personnel, Inc. (Dennison). 
The listed underwriters for this offering were defendant 
Carlton-Cambrige & Co., Inc. (Carlton), a New Jersey broker- 
dealer of which defendant Joseph Rega, Jr. was President and 
Chief Executive Officer and Stevens Jackson Seggos, Inc. 
(Stevens Jackson), another broker-dealer. Defendant Bernard 
Jay Coven acted as counsel for the issuer and defendant Robert 
B. Levin served as counsel to the enbiiiiamain The 
remaining individual defendants were employees of Carlton. 
Defendant Ross W. Pascall was the estinen manager of the West 
Caldwell office of Carlton and defendant Louis Levine acted in 
a similar capacity at Carlton's Fort Lee office. Levine was 


also a registered representative. The other three individual 


- 
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95a 
defendants--Bernard A. Colloff, Joseph Corvino and Harold 


Weinberg--were employed by Carlton as registered represen- 
tatives. Also named as defendant is Christian-Paine & Co., 
Inc. (Christian), the Comnission having claimed that Christian 
is -erely the "successor" of Carlton. Defendant Republic 
Rational Bank of New York (Republic) acted as escrow agent 
for the receipt of subscribers’ funds in connection with the 
offering. 

Under the terms of the Dennison public offering, as 
expressed in the registration statement and in the prospectus 
which was disseminated to members of the investing public, a 
total of 6,000,000 shares of Dennison stock was to be offered 
at .10¢ per share. The underwriters represented that they 
weuld use their best efforts to sell the entire offering on 
a "3,000,000 shares or none" basis. This meant that if at 
least 3,000,000 shares were not sold within the maximum 
ninety aay”! selling period, all funds received from public 
subscribers would be promptly refunded without interest. 
Pending the sale of the minimum snuae of shares, subscribers' 
funds were required to be deposited in an escrow account 
maintained with the defendant Republic pursuant to an escrow 
agreement. More precisely the escrow agreement (Section 1) 
provided that the oe eae be were to deposit with, or to 
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mail for desosit to, the escrow agent not later than the 

third business day following the receipt of the same all 

funds which the w:derwriters had received for the purchase 

of shares of Denison stock accompanied by appropriate 

letters of txansmittal listing the names and addresses of 

the purchaser of the stock and the number of shares purchased 
by each. At such time as the minumm number of shares (3,000,000) 
had been sold a “minimum closing" would take place, It was 
expected that the fact that the minimum had been sold would 

be established when the underwricers deposited with the bank 
$300,000 reflecting the sale of 3 million shares at .10¢ per 
share, At that point the bank was to remit to the issuer 
$255,000 and the balance would be turned over to the under- 
writers to cover their commissions and expenses. After the 
minimum closing had taken place the underwricers were committed 
to se their "best efforts" during the remainder of the selling 
period to sell as many of the remaining balance of the offer- 
ing as they possibly could, Unhappily this rather simple 
procedure was not followed and from the very outset the 


offering was marred by a nunber of irregularities, 


Initially Carlton through Rega apparently decided 
e. to limit its efforts to a sale of the minimum portion of the 


offering despite the language in the registration statement 
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and prospectus which assured the investing public that "best 


efforts" would be made to sell the entire issue of 6,000,000 
shares for the benefit of Dennison. Thus Rega established 

an allotment system which provided each of the branch offices 
of Carlton with a maximum number of shares for distribution 
by its salesmen. These allotments totalled, in the aggregate, 
approximately 3,000,000 shares or, ow words, the minimum 
number of shares which could be sold without having to refund 
monies setiaaned from cleats: With respect to the other 
underwriter, Kiaccine: tebe. the Commission has claimed that 
Stevens Jackson had no irtention of selling any shares of the 
issue at all. The Commission alleges that Stevens Jackson 
through its principal, Elephtherios P. Seggos, had an arrange- 
ment with Cov2n whereby it iets sabia as underwriter as an 
"accommodation." The actual sale, it is charged, would be 
undertaken by one of Coven's employees and Stevens Jackson 
would merely send out confirmations of purchases and collect 
the money. The evidence adduced at the trial failed to 
support this allegation with respect to the Dennison offering. 


In fact, it is uncontroverted that Stevens Jackson dic 


80,000 of the shares. In addition, a selling group did 


materialize--perhaps fortuitously--under the apparent aegis 


of Stevens Jackson. _This selling group managed to sell an 
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additional 266,000 shares. However, it aenanes that Seggos 
personally had no intention of selling any of the shares. 
In fact Seggos was out of the country during ant cf the 
selling period. To that extent the clear implication in the 
prospectus that Seggos would be personally involved in the 
sales effort was erroneous. Also it would appear that the 
representation in the registration statement and prospectus 
that best efforts would be used to sell the entire issue was 
false. No principal from Stevens Jackson ever indicated that 
it would engage in such efforts. At most the evidence cules 
that Stevens Jackson's one and only salesman, Ziffer, would 
attempt to sell some of the shares. As noted, Carlton only 
intended to sell at most one-half of the offering. Thus, from 
the outset, serious undisclosed limitations were imposed on 
the handling of the offering. 
The Sale of the Original Issue 

The sales effort by Carlton's salesmen was riddled 
with ecciamateainiam Salesmen recommended the stock to 
customers of the firm without having made an effort to 
determine that such an investment was suitable for the 
particular customer concerned. Also they failed to bring 


to their customer's attention material facts in connection 


with the purchases:of Dennison shares by such customers. 
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In short, there was a high-powered concentrated drive to 
dispose of the alloted shares regardless of the particular 
eircumstances eotaxin to each sale. A few examples will 
suffice. Defendant Levine sold 1,000 shares of the stock 
to a student--based on a "cold-call"'--without making any 
meaningful inquiry into the stock's suitability for that 
particular person. In making this sale he neglected to 
mention that the stock was speculative or that Dennison had 
a large working capital deficit. Defendant Colloff also 
sold the stock without disclosing Dennison's financial 
condition. In adait ‘on he "eouted" the stock to two of 

his customers predicting that its price would rise saves 
having any valid basis whatsoever for such an opinion. 
Defendant Corvino engaged in similar practices in eiidas 
the Dennison issue. He did not investigate the stock's 
suitability to a particular customer, failed to disclose 
Dennison's financial status and engaged in price projections. 
Defendant Weinberg persuaded a customer to buy 1,000 shares 
of Dennison without making any efforts to determine suita- 
bility. In so doing he also predicted--without any valid 
basis--that the stock would go up to .50¢. To another customer 
he indicated that the price of the stock would triple in a 


few months. ‘, 
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While this somewhat dubious sales effort was progres- 
sing, there was at least some semblance of compliance on the 
part of Carlton through its president, Rega, with regard to 
some of the provisions of the escrow agreement. On May 19, 
1972 Republic received from Carlton its first deposit for 
the escrow account in the amount of $27 ,320 representing the 
gross funds from the sale of 273,200 Eee of Dennison stock 
together with a covering letter and confirmations for such 
sales. Three days later--on May 22, 1972--carlton made a second | 
deposit of $21,650 evidencing the sale of 216,500 shares of | 
the stock. The deposit was again SOE OP a covering | 
letter and the respective confirmations of the sales. Carlton 
made no further deposits into the escrow account until June 7, 
1972. 

It should be noted that as funds relating to sales 
of the shares were being received by Carlton, they were 
deposited into a Carlton business checking account at | 
Commercial Trust Co. of New Jersey and later Carlton wrote 
checks against this account for deposit in the escrow account 
at Republic. These funds were not segregated in any way and 


it may'well have been that the funds were spent by Carlton 


in the ordinary course of business. 


On May 29, 1972, weeks before the cut-off date, 
Rega unilaterally decided to stop soliciting purchases at 
the -10¢ offering price on the pretext that sales had peaked 
and the issue had become "stale". Apparently by this time 
Rega had decided that it would be sufficient to comply with 
the conditions of the offering if the indications of interest 
it had received combined with the indications received by the 
Stevens Jackson group totalled over 3,000,000 shares. Once 
this number of indications had been reached, efforts to sell 
_ the original issue by both underwriters ceased. By this 
time Carlton had received indicatiors for 2,760,000 shares 
of Dennison stock and Stevens Jackson was claiming 350,000 
indications for a total of 3,110,000 shares sold or indicated 
for. It should be noted that these ‘indications of interest" 
were just that and did not represent aaxeat sales since the 
prospective purchasers had the right to cancel them, There- 
fore, it is not at all established that by May 29, 1972 even 
the minimum portion of the offering had in fact been sold. 
Indeed by that time there was on deposit in the escrow account 
at Republic only $48,970 representing the two deposits made 
by Carlton, Nevertheless, preparations were confidently made 
for a May 30, 1972 closing. For example, Coven, having been 
told that Carlton had sold more than the minimum portion of 
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the offering prepared an opinion letter dated May 30, 1972 


as one of the required closing documents pursuant to 46.06 
of the Underwriting Agreement. However, the closing was 
adjourned to June 5, 1972 and on that date had to be post- 
poned again. The scheduled closings were apparently called 
off because there were insufficient funds in the escrow account. 
Another closing was scheduled for June 12, 1972. 

Even before the minimum closing had actually taken 
place the manipulation of the Dennison stock price began. 
On June 1, 1972 Rega and Preston Morrie~<s trader specializing 
in over-the-counter stocks at M.S. Wien, a trading house--had 
a telephone conversation. Rega told Norris that the Dennison 
issue was about to close. On that date, Morris submitted a 
listing application in name only in the "pink sheets", 
This meant M.S. Wien would be a market-maker. However, before 
he traded the stock Morris wanted to be sure it had*closed so 
he again spoke with Rega on June 2 who told him the issue had 
closed and was free for trading. On that basis M.S. Wien 
commenced making a market on trade date June 5, the day the 
June 2 "pink sheets" were disseminated to brokers. The 
market M.S. Wien was making was a regular market as opposed 
to a “when-issued" market. Morris' first transaction was a 


purchase order received from K.F.M. Securities for 37,000 


tl 
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shares which Morris filled at .145¢. This left M.S. Wien 
“short” 37,000 shares and set the a" at .10 bid--.14 
ask. The June 5 order from K.F.M. Securities arr in 
large part of an order placed by Ross Pascall--Carlton's 
rssident manager of the West Caldwell office. On June 5 
Pascall ordered 35,000 shares through an account in his 
name at K.F.M. Securities. The Pascall transaction "pegged" 
the market as .10¢-.14¢, a 40% premium over the new issue 
price. | | 

It is also clear that Coven knew before hand that 
M.S. Wien was going to appear in the "pink-sheets." There 
was credible testimony that prior to that appearance Coven 
had called a trader at Stevens Jackson and indicated to him 
that M.S. Wien would be making a market in the sheets for 
Dennison and that it would appear on June lor 2. Subse- 
quently when Coven was specifically "informed" that M.S. 
Wien was in the sheets, he blithely assumed that M.S. Wien 
_ was trading on a "when issued" basis. 

Also on June 2=-again before a minimum closing had 
taken place--salesmen of Carlton began to solicit purchases 
of Dennison at prices in excess of the offering price. ‘On 


that date, the first day of trading, Carlton sold 120,500 


shares of Dennison stock for its own-account to public 
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customers even though, a few days earlier, Rega had 
concluded that the issue was "stale." Of the 120,500 
shares sold, 100,000 shares were sold at .11¢ per share 
and 20,500 shares were sold at .13¢ per share. Between 
June 2 and June 20, 1972, Carlton, as principal, sold to 
its customers approximately 380,000 shnbes-02 Dennison stock 
at prices in excess of .10¢ per share. 
Closing in Escrow 

The minimum closing had been rescheduled for June 12, 
1972. On that date there was a "ga hering" of all the concerned 
individuals at the offices of the Republic National Bank. 
This "gathering" proved to be a somewhat confusing and 
tangled affair. 

A few days prior to this "gathering''--June 9--the 
escrow account reflected deposits totalling $223,496.75. 
Coven had adopted the position that if $255,000 was in the = 
account there could be a closing since this concseunnnd es? + 
Dennison's funds and once that amount was reached the issue 
could close. Consonant with this position it was Coven's 
view that the underwriters could transmit "net funds", that 
is, the difference between the subscribers’ funds and the 
underwriters’ commission and expense: On June 12 Rega arrived 


at Republic with an. uncertified check for $31;493.75 representing 
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its last deposit to the escrow account. This was a net 
check Carlton allegedly F ..‘°»¢ deducted its commission 
in advance. In addition, .. the same date, another chec 
was presented in the amount of $7,506.25 by Stevens Jackson. 
Both these checks when added to the outstanding balance in 
the escrow account would raise the escrow account figure to 
$262,496.75 enough for a closing if the minimum required was 
$255,000. - However, there was & problem in that the Rega 
check was uncertified. Under these circumstances, Republic 
_ refused to disburse the funds in the escrow account. Moreover, 
the bank wanted some assurances that the minimum number of 
shares had in fact been sold. It also wanted letters fron 
the underwriters and the issuer noting the commissions 
deducted in advance. In light of these difficulties, Coven 
suggested a closing in escrow, i.e., preparation of the 
papers for a closing pending counting of the certificates 
by the bank. The "gathering" dispersed with no monies being 
disbursed from the escrow account and no certificates being 
distributed. 

Pursuant to the bank's request Coven prepared a 
letter dated June 13, and received on June 15 by Republic 
indicating that 3,075,000 shares hac been sold, It is not 


at all clear how Coven managed to reach this particular figure. 
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It may be that Coven assumed that the $7,506.25 check presented 


to the bank on June 12 by Stevens Jackson constituted payment 
for approximately 75,000 shares and that this amount added to 
_ the number of shares then "sold" would bring the total to 
3,075,000 shares. Be that as it may, it soon appeared that 
Coven was in fact mistaken in his estimate of the number of 
shares sold. 

In the meantime a letter was prepared at Carlton 
pursuant to Rega's instructions directing the transfer agent 
as to how many certificates to issue for Carlton's alleged 
sales. Judging from the figures submitted it would appear 
that Rega posited as a predicate that 3,075,000 shares were 
in fact sold as represented by Coven. Therefore, the number 
of shares to be issued at Rega's ‘instructions added to the 
number of shares sold by Stevens Jackson would have to total 
this magic figure. By June 12, 1972 Carlton had purchases of 
1,723,855 shares by customers in uinee name certificates were 
to be registered. In addition Stevens Jackson had representeu 
that it had sold 351,000 shares, This. brought the total number 
of shares to 2,074,855 shares, 1,000,145 shares short of the 
target of 3,075,000 shares allegedly sold. To reach the goal 
of 3,075,000, Carlton simply instructed the transfer agent to 


issue 1,000,145 shares in "street name," 
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Republic received the certificates on June 19, 1972. 
The certificates were counted by che Sent to make sure that 
at least 3 million were delivered. A count of the certificates 
demonstrated that the 3,075,000 share estimate was ‘erroneous. 
Carlton had indicated that it was to receive 2,724,000 shares. 
Instead, Carlton received 2,727,000 shares. Stevens Jackson 
had indicated it had sold 351,000 shares. However, Stevens 
Jackson and its selling group received a total of 346,000 
shares. The final number of shares issued totalled 3,073,590 
- shares, 1,500 shares less than requested by the underwriters. 
Nevertheless, the count of the certificates plus the letters 
from Sains’ Jackson, Rega and Coven satisfied the bank that 
the minimum was sold, By June 27, 1972 all the funds in the 
escrow account had been dishursed by Republic and the account 
was closed. 3 
The "maxi" portion of the offering was still outstand- 
ing and presumably the underwriters were supposed to use their 
best efforts to sell the remaining shares. But as noted both 
listed underwriters had stopped selling the issue as of May 29, 
1972.2 From June 12, 1972 to June 30, 1972 Coven made no 
efforts whatsoever to ascertain whether the "maxi" portion 
of the offering was being sold. He failed to ask counsel 


for the underwriters, how the sale of. the maximum was progressing 


Po 
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because he thought Levin wes busy with other matters and in 
rddition he, himself, was busy with santhen issue. Despite 
the fact that he iste with Rega on some occasions during 

this time he neglected to inquire as to the development of - 
the "maxi" sale since there were more important matters to 
discuss. It was not until June 29, 1972 that Coven supposedly 
learned that Carlton was trading the issue. Shortly thereafter 
Coven — from Rega that Carlton was not engaged in best 
efforts to sell the remaining shares. He was aiso told by 
Rega that the SEC had been making inquiries with respect to 
the sale of the Dennison stock. After having subsequently 
informed the president of Dennison that the issue had to be 
deregistered,©/ arrangements were finally made to have a dere- 
gistration statement mailed to the Commission on July 17, 
1972. The amendment deregistering the remaining shares of 
Dennison was received t, the Commission on‘July 18, 1972. 


The After-Market 


Carlton had begun selling Dennison shares for its 
own account on June 2, 1973. During the same time it had 
induced M.S. Wien to appear in the “pink sheets" and fil’. 
an. oxdae mainly brought about by Pascall, one of Carlton's 
resident managers. The evidence is clear that Carlton through 


Rega contrived to eteate an artificial markct for the Dennison 
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dssue. This scheme was greatly facilitated by the fact that 


the greater part of the Dennison-certificates were in the 
hands of Carlton customers. A prime technique used to control 
the Dennison after-market was the requirement by Carlton that 
dts salesmen maintain an “orderly market". All salesmen were 
told by Rega and Pascall of this firm-wide practice. This 
meant that if a customer sold Dennison the salesman was 
responsible for finding another customer to buy the shares. 

If a salesman did not "maintain an orderly market" and the 
situation became extreme, he would be reprimanded or otherwise 
disciplined for his failure to kee» Dennison stock away from 
the market. In this fashion the price of the Dennison stock 
was never exposed to the vagaries of a tree and competitive 
market. By June 21, 1972 Carlton--having created e demand 

for the stock among its customers--had sold "short" for its 
own account 340,750 Dennison shares or over 10% of the public 
offering. This meant, of course, that Carlton would eventually 
have to cover its short position by buying the shares from 

its customers or in the market. Carlton covered its short 
position in June and July almost entirely by purchasing 

shares from its customers. Only some 8,000-10,000 shares 
were purchased outside of Carlton in covering the firm's 


large short position. in July 1972 by covering its short 
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position and dealing with customers at prices Rega set, 
Cariton made a gross profit of $10,000. In the following 
month of August Carlton had only five transactions. in 
Dennison stock with persons outside of Carlton. During 
that month, dealing almost exclusively with its own cus- 
tomers at prices set and maintained by Rega, Carlton showed 
a gross profit of $14,000. 

The evidence is also clear that in manipulating 
the Dennison market a number of material misrepresentations 
and omissions were made to Carlton customers. For examle, 
Carlton did not tell its customers that it was acting as 
principal in the transaction, that after June 15, 1972 
Carlton was making a market in the stock of Dennison or 


that original issue shares remained unsold and were avail- 


able at a lower price than that being quoted to such customers 


by Carlton. Also the firm sold as principal to customers at 
prices above the prevailing market price without disclosing 
this fact. The prices charged the customers were in excess 
of the price in the market and the price at which Carlton 
was able to buy the stock. 

Again, as with the sale of the original issue, 
defendants Levine, Colloff, Corvino and Weinberg partici- 


pated in the after-market sales without giving any thought 


e 
to the interests of their emstomers. They recommended and 
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gold the stock to their customers without disclosing that 
Carlton was making a market in Dennison and was selling on 
a principal basis and without making any effort to obtain 
the stock at the lowest possible price for their customers. 
Christian-Paine 

By late June 1972 Rega was aware that the Commission 
had begun * general inquiry into the Dennison offering. In 
September’ 1972 Rega set in operation his plan to disassociate 
himself from Carlton and bring into being Christian-Paine. 
As a first step, on September 15, 1972, he purchased all 
of the issued and outstanding stock of Continental Planning 
Corporation, an inactive New York broker-dealer. On October 13, 
1972 a Restated Certificate of Incorporation of Contin ntal 
was filed with the Secretary of State of the State of New 
York pursuant to which that corporation's name was changed 
to "Christian-Paine & Co., Inc.". Subsequent to the purchase 
of the Continental stock and the filing of the Restated 
Certificate of Incorporation, Rega redeemed all of his voting 
stock in Carlton-Cambrige and resigned as president of 
Carlton, leaving Carlton's cashier--Santorriello--as the 
sole registered principal and president of Carlton. At 
this time Santorriello had no intention of running Carlton 


as a retail operation. For the redemption of the stock 
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Rega received $150,000 based upon his original investment 


in the company. Then on November 15, 1972 an agreement was 
entered into between Christian-Paine and Carlton under which 
Christian-Paine purchased some of the assets of Carlton-- 
‘including all of the Carlton customer accounts’ one and 
addresses. At a meeting of all the registered ROPTSRENTATIVES 
Pascal stated that Christian was taking over all of the 
desirable assets of Carlton. Not knowing what was going 

to happen to Carlton, the salesmen all transferred to 


Christian. Christian arranged to conduct its business 


~ from the same premises previously. used by Carlton. So that 
the salesmen left Carlton one day and returned to their 
offices the following business day to work as salesmen for 
Crristian with their responsibilities remaining the sane at 
Christian as they were at Carlton. 

Instructions were given to the registered repre- 
sentatives to transfer their accounts to Christian and to 
‘dispose of everything that had the name Carlton. The current 
balance in the account of each customer was recorded in the 
mew records set up for Christian but no dates prior to the 
establishment of the new company sabi reflected. The old 
customer books were put in ovteage™” and no records showing 


the name of Carlton were left in the office. 
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_& letter was sent to all customers of Carlton 
informing them that Christian-Paine had acquired certain 
assets of Carlton, as well as customer accounts, branch 
‘offices records and employees. The letter stated fhat 
Christian intended to provide "continuity of services" and 
asked the customer, "in order to have the acquisition as 
complete as possible," to sign an authorization to transfer 
the account to Christian. The end result was that the over- 
whelming majority of Carlton customers switched over to 
Christian, 

Following this transfer of assets Carlton was 
left with no branch offices and only one employee, and its 
securities business was limited to some 10 or 20 transactions 
per month. 

An analysis of the available documentary evidence 
concerning the financial condition of Carlton before and 
after the transfer discloses that as of October 31, 1972 
Carlton had current assets of $1,347,227, and current 
liabilities of $389,904. Other liabilities ‘indeed to 
$661,161. Under the terms of the Carlton-Christian agree 
- ment, Christian purchased $671,393 of the current assets and 
assumed $371,890 of the current liabilities and $310,250 of 


‘the “other liabilities.” Thus immediately after the agreement 
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was consummated the financial picture was as follows: 


H Carlton : Carlton 

. (10/31/72) Christian Remainder 
Current Assets 1,347 ,224 4 671,393 7 675,831 
Current Liabilities 389,904 371,890 " 18,104 
Other Liabilities _ +661,161 310,250 350,911 


By December 31, 1972, Carlton's listed assets had dipped to 
$140,163.70 reflecting a decrease over a period of approxi- 
mately 1 1/2-months of $535,667.20. By that time also 
Carlton had no liabilities. So that it would appear that 
within a period of two months Carlton which purportedly 
once was one of the largest over-the-counter firms on the 
East Coast was reduced to a firm with minimal asscts, one 
euployee (who was in fact working for Christian), und 1% or 
20 transactions per month. 

Manipulation By Rega At Christian-Paine 

By the late fall of 1972 Rega, now at Christian, 

instructed his former Carlton salesmen to commence purchas- 
ing Denuison from their customers at .12¢ per share. Rega 
«bet the market at .12 bid--.15 ask during the period of 

| pene to May 1973. The sales campaign initiated by Rega 
resulted in Christian having by May 1, 1973 an inventory 


position of 472,115 shares long valued at the acquisition 
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price of .12¢ per share.. In the latter part of May the 


_ price of Dennison began to rise and-by the end of May the 
price ranged between .17 bid and .20 ask. In early Junc, 
“Rega prepared an "informational report" on Dennison which 
was distributed to the salesmen for mailing to customers. 
This informational report recommended that customers buy 
Dennison but did not disclose that Christian would be 
selling out its large inventory position acquired at prices 
favorable to the firm. In addition, the salesmen at Christian 
apparently embarked on an intensive sales campaign. The 
evidence at the trial revealed that most of the sales to 
customers during en of 1973 were solicited transactions. 
During the month of June the price at which 
Christian through Rega was selling Dennison to its customers 
rose markedly. On June 12, 1973 Christian was selling Dennison 
to its customers at .22 bid - .25 ask per share. On the next 
day the price had risen to .375 bid -- .50 ask per icin, 
By June 15, 1973 the price had gone up to .75¢ ask. This 
was the prevailing price charged until July 5, 1973. During 
| - the same period the market price as quoted in the “pink sheets" 
| P. for Dennison was shunttiousts lower than the price Christian > 
was charging its customers in principal Lannettinh.:. Th 


fact during this period, the Christian trading account was 
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able to purchase Dennison stock from other brokers in inter- 
: dealer transactions at jute wait below the prices Christian 
charged its customers. For example, from June 15 to June 22, 
1973 while Christian was charging .75¢ for Dennison it was 
-able to purchase it from cther brokers at prices ranging from 
a low of .25¢ to a high of .50¢. At the same time the 
highest market "ask price" in the "pink sheets” ranged from 
~50¢ to .625¢. No explanation was given during the trial 
for such disparate prices nor we any credible explanation 
given as to reasons why Christian customers were being charged 
-75¢ per share. In fact there was no justification in the 
operations of Dennison for the large price increase. 

In addition, during the period of May 25 to 
July 1973, Christian engaged in a great volume of cross- 
trading between its sciitininaiea with the firm dealing as 
principal with each customer and with a large mark-up between 
purchases from customers and subsequent sales to others. 
From June 8 to June 11, the firm mark-up on these cross- 
trades was 25%. During the period from June 12 to June 14 
as the price fluctuated upward on the buy and sell side, 
the mark-up averaged between 20% and 40%. From June 15 to 


July 5 the firm trading account extracted a mark-up of 20%. 
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During this period the four salesmen--though sian 
had not done any research into Dennison and therefore knew 
little if anything of the company's affairs which would 
_ gerve to give some basis to their recommendations to their 
customers with respect to the Dennison stock--closely followed 
Rega's -lead. Thus when Rega having set the bid price at 
-12¢ decided to start acquiring a long inveatory position 
in Dennison, the salesmen followed suit. Levine, for 
example, wenitansh 33,000 shares from his customers at 
.12¢ per share during the months of February, March, April 
and up to May 25, 1973. During the sane period Colloff 
bought 4,000 shares at the sme price. Corvino was doing 
likewise and Weinberg managed to buy 7,000 shares at .12¢. 

When Rega decided to unload" the shares and 
engaged in seiniiietiien between customers at excessive 
mark-ups, the salesmen--again ignoring their customers' 
interests--proceeded to effectuate the plan. Thus, during 
the period from May 25, to July-5, 1973--customers of Levine 
purchased 60,142 shares at prices ranging from .18¢ per 
share on May 25 to .75¢ per share from June 8 to July 5. 

At the same time Levine was purchasing from his customers 
67,800 shares at prices ranging from .16¢ per share on 


" June 1 to :625¢ from June 11 to July 5. In the meantime, 
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early in June, Colloff had received some inkling that Rega 


was ging to raise the price of Dennison without any justi- 
fication. . As a matter of fact he was under the impression 
“that Rega was going to "boost" the price of Dennison to $1.00 
per share. Colloff had no information justifying such an 
increase. Nevertheless, he proceeded to solicit purchases 

on the "technical" basis that the price was going up. Dur- 
ing the period from June 1 to July 5, 1973 Colloff sold to 
his customers 27,400 shares at prices ranging from .20¢ per 
share on June 1 to .75¢ per share from June 8 te July 5. 
During the same period he bought 20,500 shares from his 
customers in p-incipal transactions at prices -anging from 
.375¢ on June 6 to .625¢ from June 8 to July 5. Corvino, 

for his part, during the zeriod from May 22 to July 5, 1973 
sold 36,500 shares to his customers ene purchased from his 
customers 21,500 shares. Finally, Weinberg sold 19,600 
shares from May 22 to July 5, 1973. During the same period 
Weinberg bought 24,900 shares from his customers at prices 
ranging from .16¢ per share on June 5 to .625¢ from June & 

to June 12, 
. On May 1, 1973 Christian's balance forward 
(inventory) position was just over 472,000 Dennison shares. 


’ AS a result of. the extensive trading of the stock beginning 
By . 
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fin late May and throughout June, Christian's balance 
forward position on July 1, 1973 wad 51,000 shares indicat- 
ang that in May and June 1973 Christian sold at least 
°420,000 shares out of inventory to customers in principal 
transactions. As a result, in June 1973 Christian showed 
a gross profit of $94,341.48. 

The Court makes the following conclusions with 
respect to each defendant. 
1. Rega and Carlton 

It is clear that Rega and pekeun were responsible 
for numerous violations of the anti-fraud and anti-manipulative 
provisions of the federal securities laws. From the very 
beginning of this Dennison public offering Rega and Carlton 
embarked on a course of conduct designed to frustrate the 
goals of the Dennison offering and to use tradings in the 
Dennison issues for their own financial gain. The evidence 
establishes that Carlton through Rega as one of the named 
underwriters of the issue had no intention whatsoever to 
engage in "best efforts" to sell the-entire issuc. Rega 
admits that he stopped selling Dennison on May 29, 1972 
even though he knew that Carlton was under a responsibility 
to continue to scll Dennison. This constituted a fraud upon 


the issuer’ and the purchasers of the stock in violation of 


— 28 = 


80a 
section 17(a) of the Securities Act (15 U.S.C. 77q(a)) and 


section 10(b) of the Exchange Act (15 U.S.C. 78j(b)) and 
Rule 10b-5 thereunder. In addition, Carlton was obligated 
‘to promptly deposit all the funds that it received from 


subscribers into the escrow account. (17 C.F.R. 240.15¢2-4). 


The conclusion is inescapable that Rega and Carlton completely 


disregarded this rule and deposited subscriber funds in a 
business checking account and commingled these funds with 
ordinary revenue. Rega and Carlton even failed to comply 
with basic scatutory mandates regulating the distribution 
of securities. There wes testimony at the hearing that a 
number of subscribers to the Dennison issue did not receive 
a prospectus. This clearly violated §5(b)(2) of the 
Securities Act. (15 U.S.C. §7/e(b)(2)). A more curcial 
violaticn of the securities law occurred in relation to 
the representation that the offering was being made on an 
"all or none" basis. Rule 10b-9 of the Conmission provides 
in part: 

-"It shall constitute a ‘manipulative 

or deceptive device or contrivance,' 

« « « to make any representation... 

(1) To the effect that the security is 

being offered or sold on an "all or none" 

basis, wnless the security is part of an 

offering or distribution being made on 


the condition that all or a specified 
amount of the consideration paid for 


| 
gia | 
} 


guch security ill be promptly refunded 
to the purchaser unless (i) all of the 
securities are sold at a specified price | 
within a specified time, and (ii) the P 
total amount due to the seller is received 
by him by a specified date." (17 CFR 240.10b-9.) 
The terms of the Dennison offering provided that 
3,000,000 shares were being sold on an "all or none" basis. 
If 3,000,000 shares were not sold within the specified time, 
then, the funds had to be returned to the subscribers. Thus, 
it was of the utmost importance that these shares be sold. 
There wes no convincing evidence that the required number 
of shares were in fact sold. The escrow account never 
contained a balance reflecting the sale of 3,000,000 shares. 
The continuously souepenel closing was another indication 
that something was amiss. ° Evidence which would have helped 
persuasively to estatlish whether 3,000,000 shares were 
sold would have been the Carlton books and records. However, 
these books and records were allegedly conveniently destroyed 
in a "flood." 
_ ‘The Court finds that 3,000,000 shares were not 
sold and that Rega and Carlton contrived figures calculated 
to give the appearance that the minimum narcton ot the issuc 


had been sold. With respect to this, the Court concludes 


that representing that the offering would be on an "all or 
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mone" basis violated Rule 10b-9, as well as §10(b) of the 
1934 Act. SEC v. Manor Nursing Centers, Inc., 458 F.2d 
1082, 1095 (2d Cir. 1972). 

The Court also finds that the failure op anand 
-the prospectus to reflect the facts that (1) the issue would 
we be sold on an "all or none basis"; (2) best efforts would 
mot be made to sell the entire eens onl (3) all monies 
received from the subscribers would not be deposited in the 
escrow aiden at Republic constituted violations of section 
5(b)(2) of the Securities Act. (15 U.S.C. 77e(b)(2)). See 
Manor, supra, at 1098-1100. | 

Rega and Carlton also disregarded the provisions 
of Rule 10b-6. (17 C.F.R. 10b-6). That rule, in pertinent 
part, provides that it is a wenteataninn or deceptive device 
for “any person who is an underwriter in a particular distri- 
bution of securities" or "a broker, dealer, or other person 
who hes agreed to participate or is participating in such 
distribution,” to bid for or purchase such securities until 
he has complcted his participation, in the distribution. 

A public offering of stock pursuant to a registra- 
ston statement would clearly constitute a distribution within 
the meaning of Rule 10b 6. The public offering of the Dennison 


stock began on April 26, 1972 and continued until July 18, .972 


a 
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when the remaining stock was de-registered. Yet during 
this period--while Carlton was still purportedly acting 
as Dennison's underwriter--Rega induced M.S. Wien to submit 
@ bid into the pink sheets. This action violated Rule 
10b-6. SEC v. Scott Taylor & Co., Inc-, 183 F.Supp. 904, 
907-08 .(S.D.N.Y. 1959). Also during this time Carlton 
“was trading Dennison both with its own customers and with 
other brokers. This similarly constituted a violation of 
Rule 10b-6. 

Most of the foregoing violations merely set the 
stage for the manipulative scheme’ involving the price of 
Dennison which followed. 

Section 9(a) (2) of the Exchange Act (15 U.S.C. 
§78i(a)(2)) makes it unlawful to use the facility of any 
national securitics exchange "[t]o effect, alone or with 
stint sie other persons, & series of transactions in any 
security registered on a national securities exchange 
creating actual or apparent active trading in such security 
or raising or depressing the price of. such security, for 
the purpose of inducing the purchase or sale of such 
security by others.” 

It has been held that the practices prohibited 


by this section with respect to listed securities are also 


Po ” 
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-wiolations of §17(a) of the Securities Act and. section 10(b) 
. Of the Exchange Act with respect to an over-the-counter 
mecurity. SEC v. Resch-Cassin & Co., Inc., 362 F.Supp. 

964, 975 (S.D.N.Y. 1973). Some of the indicia of price 

manipulation of an over-the-counter security include price 

Leadership by the manipulator and his dominion and control 


of the market for the security. Resch-Cassin, supra, at 


976. The evidence of such a manipulative scheme with respect 


. 


to Dennison is clear. 

As indicated Rega caused M.S. Wien to make a 
market in Dennison and on June 5, 1972 M.S. Wien appeared 
in the "pink sheets." On June 15, Carlton began placing 
quotes i. the "pink sheets." From June 15 to 20, Carlton 
quoted the highest bid-ask prices yet did not purchase a 
share of stock from another broker. On June 20 Carlton 
raised its market to .14 bid--.17 ask and maintained that 
market until the end of October. Again during this period 
Carlton's purchases from other brokers were insignificant. 
There is no question that during the period from June to 
“. October 1972 Rega and Carlton controlled the market in 
’ Dennison. This domination was greatly facilitated by 

the fact that a substantial percentage of the Dennison - 


ussue--allegedly 2,727 000 shares of 3,073,500 shares 
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4ssued-— were in the hands of Carlton's customers. These 
‘customers sold to and purchased Dennison from Carlton at 
prices set by Rega. Given Carlton's total dominance of the . 
gecket the scheme worked quite effectively. Carlton initially 
esti "short" to its customers and purchased the shares again 
from its customers at lower prices to cover its short posi- 
tion. Also Carlton just eross-traded customers sell and buy 
ore -s resulting, of course, in a nice profit for the firn. 

As a result of all this Carlton was a market unto itself 
making it appear that in fact there was an independent and 
free market in Dennison rather than the contrived artificial 
market which in fact it was. 

As we have seen, in the fall of 1972 Rega, now 

at Christian, prepared to embark on yet another manipulative 
scheme involving Dennison stock which woule prove to be even 
more profitable. Again--given the complete control of the 
market--the plan worked quite effectively. In January, 
February, March, April, and May of 1973 a substantial block 

of Dennison stock was purchased from Christian-Paine's 
customers om .12¢ per share.. By the end of May, Rega began 

to "boost" the price of the stock until by mid-June the. 

stock was being sold at .75¢ per share. During the period 


of May 25, 1973 to‘July 5, 1973 hundreds of thousands of shares. 
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were cross-traded in Christian at prices arbitrarily sct 


-by Rega. During this period the prices charged by Christian 
for Dennison were far higher than the prices in the “pink 
_gheets” and the prices that other brokers charged Christian 
_ £or the stock. In short, it is evident that Rega and 
Carlton beginning in June 1972--and Rega while at Christian- 
Paine--created an artificial market in Dennison and manipulated 
the price of the stock within the meaning of §9(a)(2) of the 
Exchange Act and thus contravened §10b of that Act and Rule 
10b5 thereunder and §17(a) of the Securities Act. 
During the course of both schemes numerous 
additional violations of section 17(a) cf the Securities 
Act and §10b of the Exchange Act were committed vis-a-vis 
the customers. Little need be ~— about these except to 
note a few. The artificial prices set and tle sales at 
excessive mark-ups without disclosing the true market price 
were violations of the securities laws. Charles Hughes & 
Co. v. SEC,:139 F.2d 434 (2d Cir. 1943). Also incomplete 
confirmations were sent to customers in violation of §15(c) 
of the Exchange Act and Rule 15c 1-4 thereunder, In contra~ 
- vention of this rule these confirmations (copies of which 
were received in evidence during the trial) failed to disclose 


that the firm was acting as principal. cal C.F.R. 240. 15cl4.) 
ed ; 
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Finally, the "informational" letter prepared by Rega and 


distributed to the Christian customers clearly violated 
$17(a) of the Securities Act and §10(b) of the initia 
act and Rule 10b5 thereunder. For example, this lettcr 
‘encouraging the Christian customers to purchase Dennison 
did not reveal the firm's retail interest in Dennison nor 
that Christian would be selling out its large inventory 
position acquired at prices favorable to it. 
2. Coven i 
Defendant Coven has been charged with having 
“aided and abetted” the violations by Rege and Carlton. 
| In Securities and Exchange Comaission v. Spectrum, 
Ltd., 489 F.2d 535, 541 (2d Cir. 1973) the Second Circuit 
explicitly indicated that in measuring liability és an aider 
and abettor a snetinahie atantat should be employed. The 
test, therefore, is whether the "defendant should have been 
able to conclude that his act wae likely to be used in 
furtherance of illegal activity." SEC v. Management Dynamics, 
Inc., Slip Opinion at 2349, Docket Nos. 74-1680; 74-1686; 
74-2148; 74-1842 (2d Cir. March 18, 1975). Knowledge that 
a violation is being committed and intent to further the 
illegal act is not required. SEC v. Spectrum, aT: is 


sufficient if the defendant had reason to know or should have 
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known that an illegal scheme was afoot and that his conduct 


‘gould contribute to its success. See SEC v. National Bankers 


“Life Ins. Co., 324 F.Supp. 189, 195 (N.D. Texas 1971). Under 
"these principles, the Court finds that Coven aided and abetted 
"-Rega's and Carlton's violations in several respects. 

A crucial element to Rega's scheme was to make it 
appear that the minimum had in fact been sold. Without this, 
there could be no closing of the escrow account and the funds 
had to be returned to the subscribers. If the escrow account 
had reflected deposits amounting to at least $300,000, this 
would have been some evidence that in fact the minimum had 
been sold. But the escrow account depesits af no time totalled 
this sum. This should have been sone indication thet some- 
thing was amiss. Yet, Coven conte the position that it would 
be enough to close if sufficient funds were available to pay 
off the issuer. In his view Rega could deposit his checks 
“net” having deducted his commission and expenses. Coven's 

understanding attitude and his ‘lack of concern in establish- 


ing that the minimum had been sold was very helpful to Rega. 


os However, Coven's assistance did not stop there. In response 


- to the inquiries by Republic, he represented that 3,075,000 


shares had been sold, Coven had no basis whatsoever to make 
this representatiqn and in fact his figures were erroncous 
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at that. ‘The fact that counsel for the issucr.was so 


-% eategorical in his assertion that more than the minimum 
‘Shad been sold went far to persuade the bank that the terms 
of the escrow agreement had been met. Coven's eeeineciibs 
that his letter was "conditional" on the bank counting the 

certificates are not persuasive. viet, the bank had 
explicitly requested a written statement from @ven that 
the minimum had been sold and this is exactly what it 
received. There is no indication whatsoever on the face 
of the letter that it was meant to be "conditional." 
Secondly, if the letter was ‘aittas tin be "conditional" this 
would mean that it would be solely the bank's ‘respensibiliiy 
to determine if the minimum had been sold. In fact, what 
Coven woul.’ be telling the bank is that he thought the 
minimum had been sold but that he was not sure and that 
therefore Republic should check to ascertain how many 
shares had allegedly been sold. Clearly, this is not what 
‘the bank had requested. 
‘ Subsequently, Coven learned that his statcment 
‘that 3,075,000 shares had been sold was incorrect in light 
of the fact that the transfer agent had remitted 3,073,500 
shares. Apparently he was informed of this discrepancy 


by the bank but Coven just concluded that there had been 
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an “erroneous arithmetical computation". He totally failed 


to make any inquiries to find out exactly how many shares 
dad in fact been sold. Ia sum, Coven's seatiin attitude 
‘greatly assisted in furtherance of the scheme. 

Following the June 12, 1972 "gathering" at the 
bank, Coven's negligence became more pronounced, He knew 
that the underwriters were supposed to use best efforts to 
sell the remaining shares. Yet, admittedly he made no 
atterpt to inquire from Levin, the attorney for the under- 
writers, whether Carlton and Stevens-Jackson were continuing 
to sell the Dennison Secu: He assertedly wes busy with 
another matter and therefore could not make the necessary 
telephone call, Moreover, even though he was in touch witn 
Pega after the June 12 gathering, the Dennison issue never 
came up since there were more important matters to discuss. 
It is most difficult to understand why Coven who, according 
to his testimony, frequently called Levin and the sia 
to learn how the sale of the minimum was progressing suddenly 


lost intcrest in the issue and becaine too busy or concerned 


*:*. .with more important matters. Coven's inact/ on and total 


disinterest in learning whether the underwriters were attempt. 
ing to sell the maximim portion of the Dennison issue contributed 


to the violations by Rega and Carlton with respect to the 
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failure to make “best efforts" to sell the issvye. 

Coven also aided and abetted Rega and Carlton 
. dm violating Rule 10b-6. It appears that Coven had some 
knowledge beforehand that M.S. Wien was to appear in the 
| “pink sheets" making a market in the Dennison stock. Further, 
this matter was specifically brought to his attention on | 
two different occasions. He did not make the slightest 
effort to look into the circumstances surrounding M.S. 

Wien's sit Had he done so presumably he would have 

been informed that Rega had told M.S. Wien that the Dennison 
offering had ended and that it was proper to trade the stock. 
Instead, Coven just assumed that M.S. Wien was trading on 

a “when issued" basis. Coven's indifferent attitude and 

his failure to exercise chitin. dace diligence in this regard 
facilitated Carlton wih tonite violations of Rule 10b-6. 

The Commission has alleged that Coven aided and 
abetted in other violations such as the purportedly faise 
representation that Stevens-Jackson would act as an under- 
writer when in fact this firm appeared only as an accommoda~ 
. tion to Coven; the commingling of subscriber funds by Carltcn 
and the sale of the stock unacccmpanied by a proper prospectus. 

3 With respect to the commingling of funds and the 


" failure to deliver the prospectus, there is little, if any, 
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evidence to connect Coven with these matters. As far as 
Stevens Jackson appearing as an underwriter as an accommo-. 
dation to Coven is concerned, the hard fact is that Stevens 


“Jackson did manage to sell 80,000 shares of Dennison. Also 


*_-@ selling group did materialize and did sell some of the 


shares. These facts belie the charge that Stevens Jackson 
aw only a nominal underwriter and had no intention ait able 
any efforts whatsoever to sell the Dennison issuc. 
3. Republic | 

Republic National Bank has been charged with 
violating the securities Laws by disbursing the escrow funds 
without evidence that the minimm had been sold. The bank 
was alerted to the fact that something was irreguler since 
the escrow account did not refsect $300,000 eviderc.ing 
the sale of the minim. In light of this the — asked 
for and received verbal and written assurances that the 
minimum had been sold. The bank had no reason to suspect 
that some of these assurances were less than candid. In 


addition, the bank had becn informed that the underwriters 


-.. were allowed to remit subscribers’ funds "net", Finally, 


fa. 


“the bank underteok to count the certificates being issued 


before it alivowed the escrow funds to be disbursed, While 


it is true that in retrospect it can be determined that such 
.- 
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@ count proved nothing since the figures submitted to the 


transfer agent by Rega were in part contrived, Republic 
at the time in question had no knowledge or any reason to 
suspect that such was the case. | 

The bank has also been charged with aiding and 
abetting Carlton's commingling of subscriber funds. However, 
the evidence fails to disclose that the bank knew or had 
reason to know that such was the case. Therefore the Court 
finds that Republic neither violated nor aided and abettcd 
any vhokettens of the securities laws. 
4. The Salesmen 

Levine, Colloff£, Corvino and Weinberg have been 
charged with engaging in a fraudulent sales campaign both 
during the original offer and the after market. 

| The evidence establishes that in selling the 

original issue these four salesmen knowingly made false 
and misleading statements. They "touted" the stock and 
used price projections to induce purchases of the stock. 
Such a practice is fraudulent absent a reasonable basis 
for the price prediction, Berko v. SEC, 316 F.2d 137, 
143 (2d Cir. 1963). The salesmen failedt advise the 
customers of the high risk elements inherent in the 
investment and did not inform them of the financial 
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condition of the company and its need for working capital. 
This constituted a failure to state material facts. During 
the after-market sale the salesmen failed to disclose to 
“their customers that the firm, while making a market in 
Dennison and acting as principal, was charging them prices 
much higher than the market price. This constituted a 
feilure to disclose material facts within the meaning of 
section 17(a) of the Securities Act and section 10(b) of 
the Exchange Act and rule 10b-5 thereunder. Sec Chasins 
v. Smith, Barney & Co., Inc., 438 F.2d 1167 (2d Cir. 1970); 
Charles Huches & Co. v. SEC, 139 F.2d 434, 437 (2d Cir.), 
nee Genied, 321 U.S. 786 (1943). 

In addition, the salesmen all violated their 
responsibilities to customors by failing to investigate 
Dennison. A salesman is requiredto know the security he 
is recommending. Hanly v. SEC, 415 F.2d 589, 597 (2d Cir. 


1969). Each of the named defendant salesmen admits he 


never did fundamental research into Dennison. Nevertheless, 
from June to September 1972 and May to July 5, 1973 they 

- recommended the stock to their customers. This recommenda- 
tion without adequate research cunegtvased a violation of 


‘the anti-fraud provisions of the acts. Hanly, supra. 


ae 
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‘The evidence also supports the finding that the 
- salesmen aided and abetted the scheme to manipulate the 


“Dennison stock particularly during the May-July 1973 period 

< sehen the price of the stock zoomed to .75¢ for no apparent 

-~-yalid reason. Given the rapid price rise, the salcsmen 

. ghould have known that something was amiss. In this respect, 
the Court notes that Colloff had some concrete basis--other 
than the price rise--to suspect that treding in Dennison wes 
being manipulated since te was aware of Rega's plan to "boost" 
the price of the stock. 
5. Pascall 

Defendant Pascall has been charged with eiding end 

abetting the fraudulent manipulation. There is no question 
that Pascall by his order to buy 35,000 sneres of vennison 
which was filled by M.S. Wien on June 5, 1972 thereby 
establishing a market on the stock aided and abetted the 
violation by Rega and Carjton of Rule 10b 6 and the manipu- 
lation of the after-market in violation of §10b of the 
Exchange Act. Moreover, Pascall, as the resident managcr 

. of the West Caldwell branch of carlton, had direct responsi- 
‘pility for supervising the registered representatives 
that branch. To the extent that he neglected his pene 


visory duties by failing to ensure that the salesmen conducted 
” %, ° 
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“the sales campaign in a proper fashion he aided and abetted 


the fraudulent conduct in which such salesmen engaged. See 


“SEC yv. Charles A. Morris & Associatcs, Inc., CCH Fed. Sec. 


- 


[2 Sue Rep. [1972-1973 Transfer Binder] 493,756 at 93,307 
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es WD, Tenn. 1973). 
| 6. Christian-Paine | 
The Commission has chosen to file its corplaint 
against Christian-Paine on the theory that Christian was 
Carlton's "successor". Christian has not been charged with 
any substative violations. 
Generally the term "successor" applies tc corpora- 
etek wherein one corporation by process of amalgamation, 

- conselidation or legal succession becomes vested in rights 
and assumes burdens of its predecessor corporation. Forest 
Laboratories, Inc. v. Pillsbury Co., 452 F.2d 621, 625 (7th 
cir: 1971). Moreover, one corporation may be deemed to be 
the "successor" of another where the circumstances attending 
the creation of a new corporation show that it was formed to 
carry on the business of the old corporation and that, in 

-:;,.,.. reality, it is a mere continuation of the old corporation. 
I. Ci gee SEC v. Manor Nursing Centers, Inc., 340 F.Supp. 913, 
gag (S.D.N.Y. 1971), aff'd, 458 F.2d 1082, 1094 (2d Cix. 


1972). Applying these principles here, and upon the facts 
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get forth hereinabove, the Court finds that Christian was 


in fact the mere continuation of Carlton and that as such 


. 2t was Carlton's “successor”. 


ae While it is true that the agreement entered into 


between Carltor and Christian did not on its face provide 
for a total takeover of all of Carlton's assets and liabili- 
ties, subsequent events demonstrate that the parties really 
4{ntended that Christian would assume Carlton's operations. 
Thus, by December of 1972 Carlton was for all practical 
purposes an inactive corporation. The premises it had once 
occupied were being used by Christion; its former employees 
now worked for Christian; its customers were switched to 
Christian and its books and records had been disposed of. 
It was left with one nominal employee who apparently had no 
expertise in the trading of stocks and who in fact worked 
for Christian. 7n sum, what was once Carlton's business 
simply became Christian's busincss. Given all this, the 


Court finds that Christian was ¢arlton's “successor. 


Injunctive T.elie£ 


In deciding whether to {ssue a permanent injunc- 


‘ tion in suits 0. this type the critical area of inquixy is 


whether "there is a reasonable likelihood that the wrong 


will be repeated.” , SEC v. Manor Nursing Centers, Inc., 
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: 458 F.2d 1082, 1100 (2d Cir. 1972). Moreover “past illegal | 


As“eonduct is highly suggestive of the Likelihood of future | 
_.Swiolations." SEC v. Management Dynamics, Inc., Slip Op., supra, | 
qat 2340 (2d Cir, March 18, 1975), and the burden is on the 
— defendants to fvrnish to the Court some basis for believing 
that their »llegal s-°. vities will not be repeated. 
With ta~.. .. 1ciples in mind and based on the 
facts adduced at tur tectal, the Court finds that there is 


@ reasonable «.oect> ion that the defendants who have been 


found to hx © .tea the securities laws will continve to 
engage in u...1.. .iolations. Christian will also be enjoined 
eee since it is really Carlton under another name. - Accordingly, 


in order to protect the investing public, a permanent injunc- 
tion shall issue enjoining any such future violations with 
respect to any security. 


Submit order on 2 days notice, 


Dated: New York, New York 
June 30, 1975 


Bee 


SS LAWRENCE W. PIERCE 
Be ri ths, is U. s. D. J. 
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FOOTNOTES 


In a somewhat conclusory fashion Republic 
National Bank has challenged the Court's 
jurisdiction. The Court finds these arguments 
without merit. 


Prior to the trial of this action Levin consented 
to the entry of a Permanent Injunction by Consent. 


The original selling period was to be 60 business 
days commencing on April 26, 1972. This period 
could have been extended for an additional 30 
business days upon the: consent of the issuer and 
the underwriter. 


Every business day the National Quotation Bureau 
publishes in its ‘pink sheets" the wholesale 
prices on a number of over-the-counter stocks 

and bonds, These are the prices at which dealers 
are willing to buy or sell various securitics 

in trades between dealers. 


One of the members of the Stevens Jackson selling 
group did not actualiy stcp selling the original 
issue until on ar about June 20 or 21, 1972. 


Coven did not inform Dennison's president that 
Carlton had been trading the issuc. 


All the old records were transferred to a basement 
in Lodi, New Jersey, and subsequently destroyed 
after they were allegedly damaged in a "Flood". 
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MEMORANDUM OPINION 
In an Opinion dated June 30, 1975 this Court found that 


. 


mission of various violations of the securities laws. Coven 


’ “'* ; 
Er 


° © 


has moved for reconsideration pursuant to Rule 52(b) of the 


Ted, Ki Of Ciws 2. 
101a 
A. Closing in Escrow 


Coven contends that, contrary to this Court's findings, 


the minimum portion of the Dennison issue was in fact sold. 


In support of this, Coven relies upon evidence that the issuer 
received from the escrow account $ 3,814.25 in excess of what 

it would have been entitled to ($ 255,000) if only the mininuen 
number of shares(3,000,000) had been sold, It is true that this, 
considered apart and of itself, are ordinarily tend to show 

that the minimum was sold. However, this factor should not be 
eonsidered in a vacuum and without due regard to all the attendant 
circumstances surrounding the closing of the minimum. Thus, 

given the facts that the escrow account never reflected gufficient 
funds to evidence the sale of the minimum, that the Carlton 
records which would conclusively establish how many shares of 

ihe issue it had sold were mysteriously destroyed, ond that the 
figures submitted by Rega to the transfer agent were contrived, 

it is difficult to conclude that the minimum was sold. 


As another indication that the minimum was sold Coven 


argues that with the exception of its last check Carlton had 
‘ deposited gross funds in the escrow account and that the dif- 


ference between its last check and the gross funds was completely 


ins 


covered by the funds in its account at the Commercial Trust 


Co. of New Jersey. Apart from the fact that there is nu 102% 


evidence to support the conclusion that all but one of the 
deposits made by Carlton represented etoss funds (see Tt laintifE£'s 
Exh, 16 & 17) this contention ignores the hard fact that the 
Comercial Trust Account did not represent solely funds received 
by Carlton as payment for the Dennison original issue but also 
included income received by Carlton from other sources. There- 
fore it is not possible to ascertain which of these monies, if 
any, reflected funds received for the Dennison issue. 

The Court has rested its finding that the minimum was cot 
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sold in part on the obvious fact that the escrow account never 
eakeatwat $ 300,000. With respect to this Coven has again 
pressed his point that there was no requirement in the Escrow 
or Underwriting Agreements that the total gross amounts of the 
prcceeds be placed in the escrow account in the event that 
3,000,000 shares were sold. In this Court's view this argument. 
is based on a stra‘.ed reading of these decuments. For exempla, 
Coven points to section 3.01(b) of the Underwriting Agreemant 
which provided that "until said 3,000,000 shares of stock ara 
sold, the Underwriters shall deposit all funds received with. . 
Republi- . .'' (emphasis his). Apparently in Coven's view 


this claus s..ports his contention that the escrow account did 


a sie: 


a a, 


ssi ie © 9 1038 
not need to reflect funds evidencing the sale of the minimum 
portion of the issue. Wow this is so is not made entirely 
clear. This provision simply states that the underwriters 
were under an obligation to deposit all the funds received 
into the escrow account and this obligation would continue 
until the minimum portion of the offering was sold. Obviously 
once this event occurred no other funds bileneties sales of the 
minimum number of shares ‘euuiti be forthcoming. 

Coven's argument premised on the Escrow Agreement is of 
a similar nature and noua beaks the fact that section 2(d) of 
that Agreement clearly envisioned that $ 300,000 would be 
deposited in the escrow account. Thus that section read: 

"In the event that there shall not be $ 300,000 in the L:crow 
Account on the Delivery Date, . . . all of *%e monies in the 
Escrow Account shall be refunded in full ... ." Ti. section, 
therefore, presupposes that the Escrow Account would contain 

$ 300,000 once the minimum was sold. 

Coven also disputes this Court's finding that he took the 
position that if the escrow account reflected $ 255,000 (the 
monies dve to the issuer) then there could be a closing. In 
his view his opinion was the result of "a studied consideration 


of all of’ he relevant documents together with appropriate 


wie 
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consultations.’ (Memorandum at 3). However, as Coven's own 
testimony demonstrates, this "studied consideration" was highly 
colored by Coven's precgnception that all that was essential 
was for the escrow account to have sufficient funds to pay the 
issuer. Thus, ..e testified as follows: 


Q. How did you determine that with the various 
commissions and deductions, there was $ 300,000? 


A. I spoke to the underwriters, the escrow 
account -- the ccmpany had to get $ 255,000 to make , 
that issue effective. That is wnat I kept my cye 
on. I wanted - - I believe that was the amount - - 
$ 250,000. There was more than $ 250,000 in that 
account. That money belonged to my client. That 
is what the prospectus said, when three million 
shares were sold, $ 255,000 belonged to my client 
and that is what I was there to collect. (Transcript 
: 3640-41). 


Further, it appears that this "studied consideration" 
was premised on the assumption that "more than three million 
shares had inner accounted for", (Transcript 3404). However, 
how this eee w2s reached is not clear since apparently 
none of the participants of the June 12 "gathering" had any 
precise idea as to how many shares had bean sold. Finally, 


the Court must note that the atmospher2 during this ' 


'sathering" -- 
there was testimony that there was.bickering, charges and counter 


charges and even threats of physical force -- was hardly con- 


ducive to a "studied consideration", 


é 


ix 
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Coven has also challenged the Court's findings with 
respect to his June 13, 1972 letter to Republic. First, 
he attempts to explain how he reached the Figure of 3,075,000 
shares sold and again denies that the check deposited by 
Stevens on June 12, 1972 for $ 7,506.25 had any connection 
with his teaiasiis of the number of shares sold. In 
this respect he argues that there were no original issue 
shares sold past May 30, 1972 and, therefore, the S-ccevens 
check represented shares included in the amount given to 

| Coven as the number of shares sold by Stevens. 

Coven's current explanation as to how he reached the 
3,075,000 figure differs markedly from his testimony at 
trial. Now he states that he arrived at this figure by simply 
adding the number of shares which Stevens represented in its 
June 13, 1972 letter to Republic as having been sold (351,000 
shares) to the number of shares Carlton had represented that 
it had sold. (2,724,000 POR: Bere it is true that at 
trial Covan testified that he had been told that Stevens had 
sold 351,000 shares (Transcript 3393) the secord does not 
reflect that he was told by anyone prior to June 13, 1972 
che exact number of shares that Carlton had sold. Indeed, 


his testimony in this regard is quite imprecise. He testified 


’ 
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‘that he was informed © Levin that Carlton "had ©... nore than 
the minimum" but did not ask how much more than the minimum. 
(Transcript 3500). Later, he again testificd in the same 
vein. (Transcript 3578-80). At another point he stated that 
his figure was based on information received from Stevens and 


Carlton. (Transcript 3415-16). 
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Coven's argument that the $ 7,506.25 check had to represent 


shares sold on or before May, 30, 1972 is also contradicted by 
his testi~ iy. He testified that Stevens was selling the 


originai issue during June. (Transcript 3518-19). Moreover 
S = Pp > 


it would appear that at the time of the June 12 "satt ering' 
it was thought that the closing scheduled was for exactly the 
minimum, The presicent of the issuer was under tha impression 
(Transcript $1) and so was Stevens' representative. (Yrans- 
cript 3163). Also this would explain Coven's own concern that 
the escrow account reflect at least-$ 255,000 -- the amount 
due to the issuer if the 3,000,000 shares had been sold, Thus 
the appearance of an additional 75,000 shares in Coven's 

June 13, 1972 letter to the bank could be accounted for by 
inferring that Coven took the $ 7,506.25 check to represent 
the sale of an additional 75,000 shares. The Court concludes 


that while Coven may have had some limited grounds for 


asserting that 3,000,000 shares had been sold he had no basis 


-7- 


. whatsoever for makinfadhe categorical susceneaes that 


exactly 3,075,000 shares had been sold. 107% 
With respect to the ‘ne 13, 1972 letter Coven again 
argues that it was "conditional". The Court has rejected 


this contention and no additional factors have been presented 
which would justify. changing that finding. Cuoven also attacks 
this Court's finding that Republic explicitly requested a 
statement from Coven that the minimum was sold, ‘In his view 
the bank just wanted to determine the amount of monies due 
to the issuer and the underwriters. While it is true that 
the bank wanted to confirm what funds it was supposed to 
@isburse, it also wanted some assurances that the minimun 
hed been sold. This Court's finding in this respect was in 
pert grounded on Coven's own testimony. Thus, he testified 
as follows: 
Q. Sir, prior to adjourning at the bank, 
the Republic National Bank, did Republic request 
any letter to be sent to them by either yourself 


or Mr. Ziffer? 


A. Not by Ziffer. They requested a letter 
from me. 


Q. What was the purpose of the letter that 
they requested from you, if you recall? 


A. They wanted to confirm, basically, for 
their records in some official way the number of 
‘shares sold and the shares issued fully paid and 
as to how the funds were to be distributed. (Trans- 
cript 3411). 


afin 


emphasis his). 


coes this argument run contrary to a realistic incerpvtat 


the record shows that there is no basis for such sweeping 


Having rostitiedets that fashion Coven now aryucs that 


the "recore is absent of any proof as to what if any extent 


the Bank relied on [his] letter... ." (Reply Memo at 5, 


on the letter (which as Coven himself testified it had 
specificaily requested "to confirm... in some official 
way the number of shares sold") simply because it took che 


added precaution of counting the number of shares. Wot only 


of the sequence of events at the June 12 "gathering" but again 


° 


o 


Statements. Thus a bank official testified as follows: 


Q. Mr. Dallal, did Repubiic National Bank 
to your knowledge other than the counting of t 
certificates actually issued, take any steos to 
ascertain if the certificates were, in fact, s 


U 


A. After discussion with our house counsel 
we deemed it satisfactory that the Lette: from the 
issuer's counsel plus the two statements of 
accounting from the underwriters plus the counting 
of the certificates was adequate. (Transcript 
948-49). 


Coven also questions this Court's statement that in 


arriving at his figures "Rega posited as a predicate that 


3,075,000 shares were in fact sold as represented by Coven." 


‘ 


In Coven's view this is pure conjecture. As the Court made 


“Gx 


As Coven would have it, the bank did not rely 


“clear in its Opinion€): based its statement on ©. fivures 
submitted by Rega to the transfer agent. It cannot be cun- 
tradicfRd that these figures when added to the nu:sber of 
shares Stevens claimed to have sold potable 3,075,000 
shares - exactly the number of shar2s Coven had stated hud 
been sold in his June 13, 1972 letter. Given these figures 
the inference is inescapable that Reg2 was aware of Coven's 
representation. Otherwise, it is difficult to explain how 


"Street 


Rega's odd number of certificates to be issued in 
name", 1,000,145 shares, coincidentaliy matched the exact 
figure needed to total Cov2n's estimate of 3,075,000 shares. 


B. Best Efforts Portion 


Coven has argued that sirce Carlton had begun trading 


us 4 


the Dennison issue on June 2, 1972 this cffectively ternminatec 


the issue and Coven could co nothing to alter this situation 
U 


since the failure to use "best efforts" had already occurr:d. 


Since he had no knowledge of Carlton's trading, the argument 
continues, Coven could not have aided and abetted Carlton's 
failure to use its "best efforts". 

In this Court's judgment this argument misses the point. 
There is no question that Carlton ons under an obligation to 


“use its "best efforts" to sell the remaining portion of the 


Dennison issue. Coven as the drafter of the Underwriting 
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Agreement and the attorney for ‘3e issuer must have been 


aware of this obligation. Yet despite this Coven admittedly 
made no efforts whatsoever to iscertein whether Carlton was 
complying with the terms of th: Underwriting Agreement. 
Although he was in contact wit: Rega during this period he 
failed to inquire as to the pr.gress of the Dennison issue. 

His explanation that "TeJhere vere other problems that came 

up" (Transcript 3464) and that there was "something more 
serious" (Transcript 3504) to “iscuss is inadequate. Coven's 
lack of diligence permitted Ce-lton to ee its responsibility 
of engaging in "best efforts". His indifferent attitude and 
disinterest was of assistance “-o Carlton's violation of its 
continuing duty. Coven's sugies: {un that in order to have 
aided and abetted in this vio-ation he must have had some 
knowledge that Carlton wa trading the isspe is not persuasive. 
Tne Court's finding that Cove: aided and abetted this violatio 
is keyed to Coven's total failure to make any inquiries with 
respect to the "maxi" portion of the offering. Had Coven made 
an attempt to investigate and been misled by Rega or someone 


else's representations this wuld have presented a somewhat 


different situation. 


C.. M. S. Wien and the "Distribution" 


Coven has alleged that contrary to the Court's finding 


she 


the “distribution” of the Dennison issue term 


30, 1972 and ia any event no later than June 2, 19/2. he 


argument appears to be that since Carlton hac ended its 


} 


participation in the "distribution" by either 


neither it nor Rega could have violated Rule 
‘ 


M. S. Wien to submit a bid into the pink sitets on June 2» 


A fortiori Coven could not Lave nided and sbvettec 4ny such 


ee 


violation. 
Whether Carlton was participating in the Neiscribution" 


M.§, Wien was Jsersuaded co 


appear in the pink shee=s is a question which is boctomed on 


essentially factual considerations. It 


that the Court may have set 2 som 


point for the termination of the “distribution” when it inti 


that the "distribution" of 


~ 
La. 


1972 simply and solely because it wes then 


deregistered. The term “distribution” as used in Rule 10b-6 


: . 
+ hes been dati sa 


has been said to hav2 a broad mesaniag. I 


* 


“the entire process ty which in the oc 


ities is dispersed and ultimate 


the block of secur 


1966) (citation omitted). 


v. SEC, 366 F.2d 446, 449 (2d Cir. 


an “intensive campaign” 


It may also refer to 


el2- 


inated on May . 44172 


.0b-6 vy inducing 
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would appear, therefore, 


ewhat restrictive demarcation 


the Bennison issue ended on July 18, 


at the stock was 


nurse of a pubiic offering 
oly comes to 
" R.A. dolman & Co. 


rest in the hands of the investing pudlic. 


in the sale of a 


a #) © 1128 
security, Lawrence Rapne & Co., 40 S.E.C. 607 (1961), or to 

a "major selling effort" of a security. Go» Shops of smerica, 
Ze.., 39 8.£.6.. $2, 2100 (1959). In short, "distribution" 

may include "any selling activity, based upon either the 


magnitude of the offering or. the selling efforts ane selling 


methods utilized wnich constitutes a departure from casual 


trading.” E. Weiss, Registration §& Regzlation of Brokers & 


. Wien to scdbmit its 


Ww 


question that at the time it inducec M. 
bid Carlton was engaged in an "intensive camoaign" and "raice 
oO Oo ~ 


selling effort" in connection with the Dennison issue and hance 


. 


was participating in a "distribution" within the meaning of 
Rule 10d-6, Thus, between June 2 and June 20, 1972 Carlton 
sold approximately 380,950 shares of Dennison to its customers 
and in most instances these were solicited transactions. The 
sale of such a large block of shares inay be said to constitute 

"distribution", Bruns, Nordeman & Co., 40 S.£.C. 660 (1901). 
It is clear, therefore, that Carlzon through Rega when persuading 
M. S, Wien to trade the Dennison issue violated Rule 1-65, 

The Court found that Coven aided and abetted this violation. 

As the Court has indicated there we. credible tastimony that 
Coven ‘knew beforehand that M. S. Vien was going to appear in 


cm 


the pink sheets, Lian, a trader at Stevens, testified that he 


. 


was told by Coven they "the brokerage firm of 1. Wien & 
Company would be making a market in the [Dennison] stock." 
(Transcript 1031). While Lian conceded that it was "possibt." 
that this information may have come from somecne else, namely 
Ziffer, he maintained that Ziffer himself could only have 
obtained this information from Coven, Moreover, the general 
thrust cf his testimony was that the source of his knowledgzz 
that M. S. Wien would appear in the pink sheecs was Coven. 
Coven's suggestion that Ziffer may have obtained this infor- 
mation from Rega and in turn passed it on to J.iua has no 
support in the record. In fact, Ziiffer himself testifiee that 
he had no knowledge beforehand that M. S. Wien would be trading 
the issue. Rega, of course, “enied, having conversations with 
the trader at M, S. Wien during which he toid him that the 
Dennison issue could be traded. Therefore, Coven's supposition 
to explain Lian's testimony is pure conjecture. 

Coven has also argued that since at the time M. S. Wien 
appeared in the pink sheets a minimum closing had not yet taken 


30 


“shen issved 


place HM. S. wsen could onl have b2en trading on a 
basis since no other legal alternative was possibls. Coven 

cites no authority for this proposition and upon consideration 
this Court has determined that under the ¢ircumscances of this 


case his argument is not persuasive. 


ths 
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The trader at M. S, Wien testified that he was not making 


a "when issued" market but rather 2 regular trickce (Transcript 
1540, 1541) and that he hoped to get che excel in the open 
market (Transcript 1543) which in fact he did by purchasing 
most of the shares he was "short" from Carlton. (‘Transcript 
1533). Despite this Coven asserts that the MN. S. Wien trade 
could only legally be on a "when issued" basis. Dut the Court 
fails to see how this must be necessarily so simply because ihe 
issue had not yet shaeed: Assuming that M. S. Wien knowing the 
underlying circumstances had sold che ghent to an innocent 


x 


purchaser, Coven's position would mean tha S. Wien would 


rr 
~ 


have a total defense to its -contractual obligation to deliver 
the stock since it was legally impossible for it to make a 
regular market. However, on closer examination, it would 
appear that M.S. Wien could propose to make 2a regular market 
although the minimum had not closed. ‘There is no inherent 
legal impossibility in committing oneself to such an obligation. 
The faczt that the issue had not closed and, therefore, no 

stock was yi. available would create certain risks in the 
transaction but this goes to the gestion of the advisability 
of the contract and not to its legality. - 


Also the Court notes that judging from the testimony at 


trial Coven was not as categorical in his assertion that M. S. 
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‘ rs) 
Wien could only be trading on a “when issued" 
time this matter was specifically brought to 
There was testimony from two different witnes 
said that M. S. Wien was Nprobably" trading o 
eeetacnie that this could b2 done. (Transcrip 
Coven's present position is, therefore, somew 
his prior opinion. 
In light of what has been said the Cour 

finding that Coven aided and abetted the Rule 
D. Aopropriateness of Iniuctive Relief 


In deciding to grant injuctive relief a 


Court was not unmindful of the possible adver 


may have on his professional career. See Mat 
of Lawyers under the Federal Securities Laws, 
Lawyer 105 (1975). Nevertheless, while this 
important factor to be weighed, it should be 
the "public interest, when in conflict with p 
is paramount." SEC v. Culpepper, 270 F.2d 24 
1960). 

The testimony at trial in this case rev 
was not just a minor actor in the events surr 
bution of the Dennison issue who was misled b 


Rather he provided the impetus for the launch 
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basis at the 

his ettention. 

ses that he had then 
na "when issued” 

t 1394, 3153, 3155). 


hat wt odds with 


t acheres to its 


105-4 violation. 


gainst Coven the 
se impact this 
hews, Liabilities 
30 The Business 
is certainly an 
emphasized that 
rivate interest, 


1, 250 (24 Cir. 


ealed that Coven 
ounding the distri- 
y other wrongdoers. 


ing of the issue. 


Py 


He drafted the pertinent a vnents as counsel ‘9 ithe issuer 
‘and sought out the underwrite. and the escrow agent, It s16ea 
was to him that the issuer and at ! ast one of the underwriters 
(Stevens) consistently turned for infocmation respecting the 
Dennison distribution. In this respect it is noteworthy and 
significant that although another attorney was surposedly 
acting as counsel for Stevens when problems arose or questions 
concerning Dennison had to be answered Stevens leoked to Coven 
for guidance. Further, it was in part to Coven that the bank 
turned for some assurance that the ninimun naa Meee sold, In 
short, Coven played a key role in the Dennison discribucion. 
Yet despite this Coven displayed very little if any 

“sensitivity to his responsibilities. He was oblivious to the 
number of red flags along the way radicating that something 

was amiss with the Dennison issue. The fact that the escrow 
account did not have the correct amount of funds, that M. S. 
Wien was trating the stock ."*. to use Coven's own words 
possibly "pirating" the is:i:, that he had no precise idea 

as to the number of shares sold, that his estimate had proven 
to be erroneous - all this and ies was ignored by Coven, Even 
when admittedly Coven became aware of Rega's misdeeds, his 
actions reflected little dismay at what had transpired, Though 


he professed to be Nangry" at Rega, shortly thereafter he 


ata 
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embarked on a new isieg again with Carlton as ti@)underwriter, 


Also the Court notes that though Republic National Bank claimed 
not to have authorized the use of its name as escrow agent 
following the Dennison closing, the bank was listed as an 
escrow agent for a distribution ir which Coven was counsel for 


the issuer. 
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In fai.c.ess the Court should note that Coven has 
indicated -- without conceding any wrongdoing on his part -- 
that subsequent to the Dennison issue he has been very strict “< 
in the procedures employed when involved in a dist::ibution ws 
the Dennison type. However, such an avowal that the practices © 
complained of have ceased is insufficient to defeat an appli- 
cation for injunctive relief. 

Having assessed the pee elicited at trial and naving 
weighed all the proper considerations the Court adheres to 
its determination to issue a permanent injunction against 
Coven. 

The motion to reconsider is deniec. 

SO ORDERED. 


Dated: New York, New York 
August 18, 1975. ; 
4j ; 


LAWRENCE W, PIERCE 
: yy S. D, Je 
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be 


sees nothing "incongruous" in requiring tha: 
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Indeed, Coven goes so far as to claim that the SEC 
"throughout the trial of [the] action never sericusly 
proposed that at least 3,000,000 shares had not been 


sold.’ (Reply Memorandum at 10). Little need be 
Said about this except to note that it is at vavricnce 


with and completely ignores the Commission's posizion 
as expressed in its pretrial and post-trial sud- 
missions, 


Coven asserts that the Court has adopced a 
gruous position" in finding that, though the minioun 


was not sold, the underwriter nad to excercis2 “vest 
efforts" to sell the remaining portion af tne issue. 
This argument is not well taken. At the pointe of 
the closing there was an obligation to return the 
funds to the subscribers if it was found chat che 


minimum had not been sold. However, Rez2 made it 
> Ks 


eppear the: the minimum had in fact been sold, 
Having made such a misrepresentation, the Court 


underwriter fulfill its obligation under the 
Underwriter Agreement, as represented to che public 


in the prospectus, and engage in "best efferts" co 
sell the remaining shares, Otherwise an underyriter 
would unila terally divest itself of the oblig2:‘on 
to engage in "best efforts" which arises when it 
represents that a minimum portion of an issue has 
been sold simply because a Court later finds that 


representation to have been false. 


Coven has gone into a somewhat lengthy explanation 
in an effort to show that contrary to the Court's 
finding the shares issued to Carlton were exactly 
the number it requested... Aside from the facc that 
the direct bearing of this point on the Court's 
findings with respect to Coven is not made clear, 
the Court notes that in the course of the explan- 
ation two arithmetical errors were made in order 
to arrive at the desired result. It should be 
remembered that Carlton claimed to have sold 
2,724,000 shares. Yet the delivery bill (Plain- 
tife! s Exh. 22) indicated that it had received a 
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total of 2,727,000 shares. Despite this Coven 
claims that the delivery bill was incorrect (as 
shown by the suopurting schedules) and should 

have instead r2fleacted 2,547,700 shares. Coven 
therefore concludes that there was a suortage of 
177,300 shares. But assuming that Coven's 
assumptions are correct and that the delivery 

bill should have been for 2,547,700 sharas then 
there was a shortage of 176,300 snares (2,724,000 
minus 2,547,790) and not as Coven clains 177,300 
shares. Coven then attempts cto account for his 
supposed shorzage ot 177,300 shares by sudtract iaZ 
from the numoer of shares indicated La the listing 
annexed to the de 2 : evens (231,300 
shares) 84,0UC0 share: fon would, vf 
course, resuic i i wi 177,300. 
Finaily, Coven assarts that - t iguse of 177,300 
(which he has erroneously arrive ia the firs: 
place) is added to the number of shares in the 
lisciag annexad to Carlton's deliv pili (2,547,700 
shares) the result is that Carltcn received 
2,724,000 sharzs - the exact number of snares 
ordered by Cartion. But as a matter of simple 
arithmetical computation Coven's conclusion is 
erronecus since 2,547,700 shazes pius 177,300 
shares equals 2,725,000 snares not 2,724,000 shares 
as Coven represents. in short, Coven's excercise 
demonstrates nothing but that as the Cour= found 
the number of shares issued to Carlton did not 
coincide with the wimber it had ordered. 
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ERALODBO P, BOWES, called as a witness 


@) 


by the plaintiff, being first duly sworn, testified as 
follows: 
MR. HEGHMANN: Prior to commencing with the 
questioning of Mr. Bowes I would like to offer in evidence ‘ 
at this time the, official registration statement on file 
with the Securities & Exchange Commission for Dennison 
personnel. 
This registration statement bears the seal of 
the corporation, which was attached as of Juns 23, 1973, 
ads it ia a public record. I would like to offer it as 
Plaintiff's Exhibit 1. 
THE COURT: If there is ao objection it is 
received. 
ot 
(Plaintiff's Exhibit 1 was received in 
evidence.) 
DIRECT EXAMINATION 


BY MR. HEGHMANN: 


Q Please state your full name? 

‘ Gerald P. Bowes. 

Q What is your address? 

A 330 East 33rd Street, New York City. 

Q Mr. Bowes, what is your current occupation? 4 
A 


I am president of Dennison Personnel. 
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>} 
rs For how long have you been president of Dennison |; 
Parsonnel? 
) A Approximately six years. 
Q How long has Dennison personnel been in existence? 
A Approximately six years. 
Q Is Dennison Personnel a publicly owned company? 
A Yes, it is. 


Q When was a completed public offering of Dennison 


stock first effected? 


. MR. FRANK: Objection. The question is 
wholly material to the entire trial. This witness has 
| "not been qualified as to whether it has been completed 
' within the meaning of the underwriting agreement or the 
Securities Act. 
| THE COURT: Sustained. 

Q Mr. Bowes, when did you first consider making a 

( public offering of Dennison Personnel stock? 
ail . A To the best of my knowledge about 1963S. 
Q What steps, if any, did you take to effect a 


public offering of Dennison stock? 


A We undertook ao ‘underwriter in 1969. 

Q What was the name of that underwriter? 
i A Robert Cea & Company. aes ; 
Q Did Robert Cea & Company sell any Dennison 
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Personnel stock? 422a 
A No, it did not. 
Q Do you know why, sir? 
A They wen* bankrupt before it became effective. 
| Q After Robert Cea & Company went bankrupt what 


did you do? 


A We tried to seek another underwriter. 
Q Did you find another underwriter? } 
A Yes, we did. 
Q Who was that, sir? 
A Eventually we found Carlton-Cambridge and 


Stevens, Jackson & Seggos. 


MR. FRANK: I move to strike that as not respons~ 


: 
ive to the question. | 
THE COURT: Overruled. 
Q Mr. Bowes, how did you come in contact with 
Stevens, Jackson & Seggos and Carlton-Cambridge? 
A One of our clients happened to be Hawrold Kaplan, 
and he introduced me to Bernard Coven. Beznard Coven 


initiated the underwriting through the getting of an under- 


writer. : 
eis Q Who was Harold Kaplan? 
A Harold Kaplan wofked for Clayton Securities. : 
a | : Q Did Mr. Kaplan introduce you to Mr. Coven? 
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423e 
A Yes, he did. 
Q Approximately when did you meet Mr. Coven? 
A June of 1971. 
Q Do you recall the circurstances of your first 


neeting with Mr. Coven? 


A Mr. Kaplan and I went up to his office in New 


York City. 


Q Do you recall if anyone else was present? 
A No one else was present. Y 
Q bid you know why Mr. Kaplan was taking you to 


meet Mr. Coven? 

A I believe to help institute an underwriting, 
an undertaking for the underwri:zing. 

G Lo you recall any conversations in which Mr. 
Kaplan described Mr. Coven prior to your first meeting? 

MR. FRANK: Objection. 

MR. HEGHMANN: I am merely asking tha this 
statement be introduced not for its truth, but merely to 
indicate the state of mind that Mr. Bowes was in when he 
went wo to meet Mr. Coven. 

THE COURT: Sustained. 


Q Can you describe for the Court what occurred 


during this first meeting to the best of your recollection? 


A I met Mr. Coven in one day and was told that, 
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ves. he thinks ke can gst an underwriter, and he asked me 


=o gake a cortain list, vaich I did, and as far as I was 
eoncerned, we shook hands and ne said that he woule handle 


it as fnr as an w:derwritcer is concerned. 


Q De you recall the approximate date of this first 
mcstcing? 
A I believe to the best of my knowledge it was 
Tyne 30 or thece2zbouts. 
Q At this meeting did you retain Mr. Coven as your | 
counsel? 
A Yes, <I Gid. | 
@) Do you recall if you signed any documents at 
shis weeting? 
t 
r I belive I did. 
a Do you recall what they vere? 


i) 
k) 


beliave that one was a retainer agreement and 


, 
the other was an agreement for the undarwrlting. 


At this time, Mr. Bowes, I hand you what has been 


m 


nirtea Plaintiff's Exhibit 2 for identification and ask 
Sir, nave yon had an opportunity to exemine it? 
a Yes. 


Do you recognize it? 


©2 


Yes, I do. 
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Q Can you tell the Court what it is? 

A It is the retention agreement that I signed 
around June 30. 

Q When was that signed? 

A Arounée June 30, 1971. 

Q Was it signed at the initial meeting with Mr. 
Coven? 

A Either at the initial meeting or the very next 
day 

MR. HEGHMANN: We offer at this time Plaintiff's 

Exhibit 2. 


THE COURT: Any objection? 
Received. 


(Plaintiir's Exhibit 2 was received in 


evidence.) 


Q 


At this time I hand you what has been marked as 


Plaintiff's Exhibit 3 for identification and ask you to 


examine it. 


Mr. Bowes, have you had an opportunity to 


examine it? 


> 


DoD FY fb 


Yes, I have. 
dave you seen it before? 
Yes. 


Can you describe to the Court what it is? 
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A It is the original agreement of Mr. Coven and 


” 


MR. HEGHMANN: At this time I would like to offar 


Plaintiff's Exhibit 3 31 evidence. 


ee ee 


THE COURT: Received. 
(Plaintiff's Exhibit 3 was received in 
evidence.) 


Mr. Bowes, et this initial meeting in Mr. 


office, do you recall if you discussed the size 


of the offering with Mr. Coven? 


MR. FRANK: Your Honor, we have trouble hear- 


ing Mz. 


Beghmann. 


THE COURT: Read the question. 
{Question read.) 
A Yes, I believe so. 
Q Six, what was the size of the public offering 
as contemplated at that time? 
A Zo the best of my knowledge it was $5 a share, 
a hundred thousand shares. 
Q Siz, do you know how these figures were arrived 


wa: aborted. 


| 
¢ 
4 
| 
at? 
A Yes, it was from the previous offering that 
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| 
Q Sir, upon what were these figures based, if 
anything? | 
A They were based mainly on the moneys that we 
needed to expand our operation for the application | 
proceeds. 
| 
Q Do you recali if you discussed these needs -} 
with Mr. Coven? | 
A Yes, we did. I don't believe it was that day. 
Q Do you recall what else occurred after this | 
initial meeting? | 
A Yes. I was handed a pen and I wrote dow. a | 
List of the various names which I was to make checke out 
to the following day. | 
Q Sir, who gave you che list of names? 
! A I wrote the list of names down from Mr. Coven. : 
] 
y Q Sir, de you recall signing any underwriting 


agreements at that meeting? 
A I believe I did also. 


MR. HEGHMANN: At this time I would like to hand 


ee ee 


to the witness what has been marked as Plaintiff's Exhibit A, 


| Q Do you recognize that? | 
A Yes. r 
Q Describe what it is. | : : 
A It is the underwriting agreement with Lehman- { 
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Zartel & Company. 
THE COURT: I don't think they can hear you. 


(Question and answer read.) 


: 


Q Sir, when you signed this document what was your 
understanding as to its effect? 

A Lehnan~Bartel would be the underwriter for 
Dennison Personnel. 
MR. HEGHMANN: At this time I would offer in 
evidence Plaintiff's Exhibit 4. 


THE COURT: Any objection? 


TT TL tet 


Received. 

(Plaintiff's Exhibit 4 was received in 

evidence.) 

MR. HEGHMANN: For the record, copies of these 
exhibits are being passed +o counsel at the time of their 
offer. 

Q I would like to ask the witness to examine 
whet has been marked as Plaintiff's Exhibit 5 for identi- 
fication. 

Sir, do you recognize what hes been marked as 
plaintifi's Bxhibit 5 for identification? 


A Yes, I do. This is the list of .various 


checks that I made out. 


MR. HEGHMANN: For the record, Viaintiff's 


STRIPS MISTRUST cpa gcaane.-as 


a ne oe eee + 4 


Ome - RR, ROE oqey + mee. oe 


Oe CE Cr re 


SRS Oy Lee EE EN oe 


a re en rn re et rn ep mrt + ene mame ere mee ee cme 


3s Bowes~direct 33 


4129a 


A Yes, he did. 
Q Did Mr. Coven ever indicate to you why you 
would be vayiny the underwriter's attorney? 


MR. PRANK: I etill can't hear counsel's ques- 


“THE COURT: It is somewhat difficult for me to 
hear at ali; it must be more difficult for counsel, since 
you have your back to them. Keep that in mind. Perhaps 
you should slow down a little bit and talk a little louder. 
Turn a Little coward the other way. It would be helpful. 

MR. EEGHMANN: Yes. 

{Question read.) 
A To the best of my knowledge I think Mr. Coven 


said, "To save time we will give you 2 list and you make 


Q Sir, @id Lehman, Bartel & Company actually 


effect a public offering of Dennison personnel? 


~ 


A No. 

Q Did they ever sell any stock? 

a No, they Gid not, to the best of my knowledge. 
Q Do you know why they did not sell any stock? 

A No, I do not. 

Q When did you first find out that Lehman, Bartel 
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& Company would not do the public offering? 


A I don't really recall when I found out. 
Q Do you recall how you found out? 
A I was told by Mr. Coven that Lehman, Baktel was 


no longer going to be the underwriter, 


Q Do you recall what else he Said at that time? 
A No, I do not. 
Q Do you recall if he indicated that he would 


find another underwriter? 
A Yes, he indicated he would find another under- 
weiter. 


MR. FRANK: May we fix the time? 


THE COURT: Yes, what is the time of this con- 


THE WITNFSS: To the best of my knowledte I 
believe it was very early 1972. 
Q Did Mr. Coven obtain the services of another 
underwriter to do the Public offering? 
A Yes. 
MR. FRANK: Objection to the form of the ques- 
Cion. 
THE COURT: I will allow it. 


Q Do you recall what the name of that underwriter 


was? 
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A Stavens, Jackson & Seggos. 
Q Do you recall how you find out that Stevens, 


Jackson & Seggos would be the underw iter for Dennison 
Personnel? 

A I was asked by Mr. Coven if I had any objection 
to having them doing the underwriting. 

Q Do you recall approximately when this was? 

A To the best of my knowledge I believe it was 
very early 1972. 

Q Do you recall what Mr. Coven said abcut Stevens, 
Jackson & Seggces? 

A No, I do not. 

Q Do vou recall whether Mr. Coven indicated that 
rnere would be more than one underwriter? 

MR. DEPFNER: Objection to a leading question. 
THE COURT: It is leading: I will allow it. 
Go ahead, answer the question, sir. 

A Not in the very beginning, no. Ze just said, 
"Jackson, Stevens & Seggos would be an underwriter. How 
vould you care for that?" 

Q Do you recall if Mr. Cov-n indicated why he had 
chosen Stevens, Jackson & Seggos? ‘ 


A ‘No. 


Q Do you recall if Mr. Covan indicated that he had | 


~ 
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any prior relationship with Stevens, Jackson & Seggos? 
A No, <I do not recall at all.  432a 


Q Sir, did there come a time when an additional 


underwriter was selected to do the public offering? 


A Yes. 

Q Do you recall what the name of that underwriter 
was? 

A Carlton-Cambridge. 

@) Sir, how did you learn that Carlton-Cambridge 


would act as an underwriter? 
A To the best of my knowledge I believe it was 
Mr. Coven asked me what would I think of having two under- 


writers, and he mentioned Carlton-Cambridge. 


Q Do you recall approximately when this was? 
A Again, to the best of my knowledge; early 1972. 
a) Sir, did you meet prior to the time that you 


were informed that Carlton-Cambridge would act as a co- 
underwriter, Gid you meet with, had you met with anyone 
Exvom Stevens, Jackson & Seygos? 

A No, I have not. 

C When did you first meet a representative of 
Stevens, Jackson & Seggos? 

A At a cocktail party we had in FPraunces Tavern - 


in April. 
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Q This would be April of '72, sir? 4233 

A Yes, Siz. 

Q Did you meet any representatives of Carlton- 
Cambridge & Company? 

A No, I did not. 

Q You oraginally discussed the offering as 100,000 


share3 at $5? 


A Yes. 

Q Was the stock sold at $5 a share? 

A No, it was not. 

Q Were the terms of the offering changed? 

A Yes. 

Q Do you recall approximately when they were 


B To the best of my knowledge, early 1972. 

Q Do you recall approximately how early in 1972? 

A To the best of my knowledge, January oF February. 
Q Was this prior to any meeting with a represent- 


ative of Stevens, Jackson & Seggos or Carlton-Cambridge? 
A No -- yes, it was. 
Q Do you want the question read? 
(Question read.) 


a Yes, it was prior. 


Q Do you recall why the size of the offering was 
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changed? | _134a 


A It was changed a few. times, and the last time it 


was changed to 10 cents, because I believe the people 
involved xught that it would sell better at a lower 
price because the financials were getting lower; they were 
not as good. ' 
Q Sir, I hand you what has been marked Plaintiff's 
Exhibit 6 for identification and ask you to examine it. 
Sir, do you recognize that document? 
Yes, I do. 
Q Will you describe to the Court what it is? 
A This is the revised agreement between Mr.Coven 
and Dennison Personnel. | 
Q Mr. Bowes, do you know why the agreement was 
revised? 
A No, I do not. 
MR. DERFNER: Could we have that last question 
read back, please. 
(Guestion read.) 
Q How did you come to enter into a revised agree- 
ment with Mr. Bowes? 
A I thought it best to go along with the revised 
agreement because the issue was nearly effective and I 


felt that if I didn't go along with it it might throw a 
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monkey wrench into everything. 
Q Whe suggested the revised agreement? 
A Mr. Coven. 
Q Do you recall if Mr. Coven indicated any reason 


why the revision was necessary? 


A Yes. He said that he needed it for out of 
pocket expenses that he incurred. 

Q What did he indicate in connection with those 
out of pocket expense 8? 

A That there was an extra $5000 to be added to 
the agreement. 

Q Mr. Bowes, do you recall if Mr. Coven indicated 


any specific reason for the increase in out of pocket 


expenses? 
MR. COVEN: Please step back; we can't hear 
you. 
A Yes, he mentioned the fact that there was @ 


Mr. Gale that had to be paid. 

MR. HEGHMANN: Your Honor, at this time I offer 
Plaantiff's Exhibit 6 in obhaennes 

MR. FRANK: No objection. 

(Plaintiff's Exhibit 6 was received in 


evidence.) 


Q Mr. Bowes, I am going to return to you what has 
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/ Q ure Bowes, when did you first meot the representa~ : 
i 

tiva of Stephens, Jackson, Sages, Inc.? 136a 


a Ze the sest of my knowledge it was at the ? 

~} eogcktnil party at Praunces Tavern early in April, 1972. j 
Q iz. Bowes, do you recall was thore any special | 
cceesion for this cocktail party? : 
A To the best of my knewledge, I was told by Mr. 
Coven it was a proceeding that was done on a regular basis 


wien en issue would become effective. 


- 


Q Do you recall of any particular name or description | 
that was attached to this meeting? | 
A To the best of my knowledge { was told it would 
be calicd & due diligence meeting. 


Q To the best of your recollection, can you describe ; 


what cccurred at this mseting? 


A To the best of my knowledge there were prospectuses 


on tabies and there were a few accounts that hed been 


doing business with Dennison Personnel invited and there were 


other accounts which I have no knowledge of that were there 


+ at the pasty. 
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Q So you recall any Giscussions with Mr. Coven at 


this meeting? 


A To the best of my knowledge the discugsiion I had 


with lr. Coven was myself asking him what I should say if 
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they called on mo to give a speech, 


Q Was a representative of Carlton-Cambridce present? | 

i 

A To tho best of my knowledge, no. : 

s i 

! Q DO you recall who the representative of Stephens, | 
’ 


Jackson, Sagos was who was presen 
2 Yes, it was Mr. Jules ziffer,. i 
Q Do you recall any discussion with Mr. Ziffer ; 
“1 oat the tine of this meeting? 
A KO, I was introdreed to him and he mid that he 
would visit my office in a day or two. 


. Q De you recall approximately when this mesting 
{ 


: took place? 


23 Zo the best of my knowledge early Aprii, 1972. 
9 At the tine of this meeting Gid you know that 


Cariton-Cembridge would act as co-underwriter? 
A Yes, i did. 


Q At any time prior to this meeting had you met 


~~ 
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with any representative of Carlton-Canbridge? 
A No, I did not. 
Q Sir, subsequent to this meeting, whet occurred? 
A Mr. Ziffer came by the office after the meeting 
in a few days and we talked and then in a wsek cr so I ‘ait: 


notified that there would be a meeting at the SEC building 


with the SIC in the federal building. 
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Q When liz, Ziffer visited your office, do you 


2 


recall what was discussed? 


“2Pe, wer rere ne + 


B Zo, it was just oxdinary conversztion. 

! 

‘ Q 29 you recall if tir. giffer made an rojection 
y P 


as to how many snar< 3 Steyhens, Jackson, Sagos would sell? 
A To the best of ny knowledge I belir ve Stephens, 


Jackson, Szagos was to sell halt and Carlton-Cambridge was ; 


ee ee ee 


SHE COURT: Is that what Mr. Siffer had said? 


THE WITNESS: 1 believe so. 

i 

785 COURT: Let's strike the answer and start i 

Over on tnat again so thet we have it quite clear. i 
‘ 

2 Epproninately how long after the cue diligence ; 


Mesting dic Mz. Ziffer visit your office? 


. ‘ ‘ 
-eve in &@ Gay or two. : 


Q &t that meeting do you recall whe« you said to hin? | 
A No, I co not. 
Q OS you recall what he seid to you? 
& 33 the b 


est of my knowledge, I believe he moationed : 


that he would be S2lling half of the issue and Cerltor- 


Cambridge would be Selling half of the issue. 


oe ee 


c When Mr. Ziffer stated that he wuldke selling 


half, do you know for when he was spealcing? 


A tir, Ziffer represented Stephens, Jackson, Sagos. 
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Q ‘then jie, Zifter visited your office, do you 
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a Tecall what wags discussed? 


A = 


- 


A ‘to, it was just ordinary co-versation, 


Ziffer made any projection 
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id THE CCURT: Let’s strike the answer and start 
is 

Over ca thot: again so that we have it qvite clear. 
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ty did Me. Ziffex visit your office? 
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Q At that meating do you recall what vou said to sei! 
A “uo, I dco not. 


Q DO you recall what ha aaid 


29a to yor? | 
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i A To tha hest of ay knowledge, I believe he mentioned 
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¢ To che bast of your knowledge, was he indicating 


thet Stenhens, Jackson, Sagos would cell halt? 
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A Yes, he was, 
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Q Where was that held? 


» 


Pederal building, New york City. 

Q Do you recall what asency it was neld at? 

A The Securities and Exchenge Ceamission. 

Q DS you recall what occurred at that meeting? 


To the best of my knowledge, I do. 
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Could you describe for the court what cocurred 


Je ee oe ee 
————— anne 
a 
: ° 
a 
os 
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THE COURT: 


Do we have an approximate date 


on that vet? 
MR. PRANK: May we also have, your Honor, who 
Was present? : 
THE COURT: Yes. 
Q Do you recall approximately what date it wes? 
A April 25, 1972. 
Q Do you recall who vas present? 


A Presert were Mr. Coven, Mr. Ackerman, Mr. Rega, 


en en, 8 
Re a a em 


eR : 
BOIS Bowns-Girect 
Gah COORD: Tusc a moment. Ali right. 
B (Continuing) Mr. Kennedy, myseli, Mr. Levin. 


Taz CORT: That is Lea-v-ji-n? 

4410 

TEE WITHESS: Leo-v-i-n, 

THE CCURT: We wili recess at this point for 
ton minutea,. That clock, 2 em anformed, is slow, 
According te my watch it is 11:30 at this time. We will 
wake a ten-minute recass,. 


ON; 
CORY ay, 
A 


THe COURT: All right, proceed. 


BY ER. EGAN: 
Q MEe Bowes, do yeu recall what occurred at the 


Gue diligence mseting held by the £5¢? 
A T> the hese of my knowledge, we were given 


cae ground zules of what they expected us to do when it 


Q Lo you recall what these ground rules were? 
A RO, p ao NOt. 
9 


eS eS ee 
Ch2S wmeecrirg? 


\s 


ourselves downstairs in the lobby. 


Q Do you rec2ll what was discussed at that time? 


Ble 


ting was over, we introduced 


A Again to the best of my knowledge, I believe it 


‘4 o em ~ Sm Ne ARES a. Pere 
US TR meee $ ~- . any 2 


Se ALO eee ss 
“See eh ee - ee 


en -* = Sew? pont spate 


was discussed tht they were to seil SO year cent of the 


{ 7 effcring and Stephens -— "thay" iisaning Carltcn~Cambridge | 
and Stephens Jacksen Sacos was to sell the remaining 50 
pez cer. 
THES COURT: This is a couvexsation wit) Mxv.? 
Toe WITWESS: Rego 
Q Do you recall any conversation with mr. Coven 
at this meeting? 
A No, Six. 
Q Sir, at the time of this mseting dig you know 
whsn the issue would go effective? 


A After the meeting I was aware that the issue 


et LS arses - es 
would Secome affective the nazt dav. 


Q What happene@d after this meeting? i 
A i xeceived a telegram from the Securities and 


} 
Bxchonge Commission saying that our offering had become 
a 
& 
effective. 
q Subseqeent to the SEC"s cue diligence meeting, i 

i 

fr 


after you ieit the federal building, dia you nave any 


MR. DAVIS: Asked and answered, your Honor. : 


a) erent 


THE COURT: Well, did you have any other 


Conversetions with Mr. Raga? 


TRE WITSSSS: After the cus dilisenca meeting? 
32 THEN DIE RIST ORR Heese 


VEGI ee mee oe ee 
UTES tet ad Gate t = 
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ia that correct? 443a 
MR. HEGHMANN: Yes, your Honor. 
THE COURT: Any objection to that as such? 
MR. FRANK: Ho objection. 
THE COURT: No objection to 7, received, 
(Plaintiffs Bxbibit 7 received in evidence.) 

q Mr. Bowes, you have stated that Mr. Coven called 


you and indicated that a closing date would be set, is 
that correct? - 


A Yes. 
Q Did Mr. Coven ever call you and tell you that 
a date had been set? 
MR. FRANK: Objection to the form of the question. 
I think it is an improper way to ask a witness a question. 
It is cercainly most leading, your Honor. 
.. THE COURT: Well, I think it might be confusing 
since the witness has testified there were several calls 
in which several statements were made concerning closings 
so I will sustain the objection. 
Q Mr. Bowes, was a date set for a closing of 
Dennison Personnel? 
A Yes, there was. 
Q Do you recall when that date was? 
A To the best of my knowledge, it was early June, 1972, 
SCUTHESN DISTRICT CCURT REPCRTERS | 


UNITED STATES COURT HOUSE : | 
FOLEY SQUARE, M.Y., N.Y. 10007 «TELEPHONE: CORTLANDT 74580 


ad 
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Q Do you recall how you leamed that a closing 


bed been scheduled? 4144@ 4 Ey 

A Yes. I received a call after 5 o'clock saying : : : 

4. I should be at the Republic National Bank the next day ; ‘ 
6 at 3 o'clock. . : it 
’ Q@ Did you go to the bank the next day? a 
H MR. FRANK: May we fix the time of the telephone | : 
, conversation and the data? ) > 
” THE COURT: Of the telephone conversation? i 4 
i MR. FRANK: Yes. i : 
| 

> THE COURT: Yes. 4 
c Q Do you recall approximately when this telephone 5 
7’ conversation was? é 
. A I did not receive the call myself, an associate 2 
. received the call and whan I called into the office, I ¥ 
i was in another office, I was told. It was 5:30 or there- a 
™ abouts when I talked to my associate son he said there a 
" would be a closing tomorrow at the bank. hl 
‘ MR. PRANK: Move to strike everything his ci 
F associate said, your Honor, as not binding on any of the ; 
: defendants, 4 : 
‘ THE COURT: All right, I will take it. Go ahead. a 
“. Q Do you recell what date this was? a 


A Ro, I do not. 


SCUTHERN DISTRICT CCURT REPORTERS 
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Q Was it in June? 
4145a 
A Yes, 
Q Do you recall was it the first week of June? 
A To the best of my knowledge, either the first 
week or second week. 
Q Subsequent to this telephone call, what dia 
you do? 
A 
Q When you appeared at the bank, was anyone 


present? 


A To the best of ny knowledge Mr. Ziffer, repre- 


senting Stephens, Jeckson Sagos, was there and myself, 

MR. FRANK: May we have the da.c of this 
appearance fixed, your Honor? 

THE COURT: He said it was the next day and he 
had already said that he thought that the telephone call 
setting it w for the following day was in the first or the 
Second week of June of '72, 

Is that correct? 


THE WITNESS: Yes, sir. 


THE COURT: You don’t recall the date any better 
than that? 


THE WITNESS: No, sir. 
THE COURT: All right, 
SOUTHERN DISTRICT CCURT REPORTERS 


UNITED STATES COURT HOUSE 
FCLEY SQUARE, N.Y., N.Y. 10007 TELEPHONE: CORTLANDT 7-4580 


The next day I appeared at the bank at 3 o'clock, 


SOR nta enema, Seem memes te 
cana. ae 


SPR AVR 


oS 


aA Again < appeared at the bank che following day. 


; } 
{ 
3027 Eow2s-airect 5a 
1 i ve 
ef Q 23 you recall the arpro:imate date of this oe zs 
Sacond telspcona caliz r| on 
j ie 
Z pam) i a 
A =—sKo, I do rot. 146a oH 
9 Do you secali who the call was fran? | i et 
. “ty? 
3 ; ‘ it he 
aA It wis from Mr. Coven’s offices. | | m 
4 Ze 
Q Whet Gia you do subsaquent to this telephone : 
: 
cali? a | 
ie 
Q Do you recall the date that you appeared at the i ( 
{ i 
bank? } 
? 
A No, X eo not. | 
} 
, H 
° ®Ren you went to the hank, do you recall who k 
Was present? | 
a There wos Hr. Coven, My. Ackerman, Mr. Resa, Mr. i 
{ 
Lovin, Nz. Ziffer, tir. Grecco, Mr, Spear and myselz. | 
(e] Can you descrike to the court to the best of your 
recollection what occurred at this second meeting at the i 
i 
benk? | 
a To the Sest of my knowledge, it was not very 
ozderly,. 
i 


Mh, PRAZK: Mova to stxike that, your Honor. 


Taz COURT: Strike it. Co ahead. 


$ 
A I Gon*t know hew to explain it. There ware - 
‘ } 
Wary argunents at this meeting. Di acs Ay 
ds 
; 


a .2:f eee 
2 39n2i6 So WVBEZKULSSCcC uS 
‘ 
' 
Hea, Piet: ove to strxiice that; your Gons-. 
. 
. . = ‘ aie —— = oa 7 
I think te ghould be asked co relate wao sauiGa wnat. fnaet ! 


Ss whnt we are interested in, not his conclusions. 
MR, HEGEMANS: Let m2 withdrew the question, your 
147a 


Honore ' 
} 


TT ? : :™ 
Tor, COURT: Al right. 


e tz. Bowes, Gid trou go to this mnceting accompanied ; |! 
by anyone elss? . 


A Yos)...2. dig. 


na Ree sO 


@} Who accompanied you? 
i I was accompanied bv fir. Greeso anc ity. Spear 


end Hr. Xennedy. I aid not mention Mr. Kennedy before. 


pom eet Oe ON Ree mene 


Go Who was He, FRemnedy? 
kta Se works £or m2. 


i 
} 
ve. ref a co ada ec ee ra) oo =") > ‘ 
> ma 23 Sor" > -_— screvary. 2 
o 
4 
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8) Who is Mr. Cxecco? 


nee 


and Oe Ae = 
Grocco is an attornaty. 


FE 


10 


Way did Me, Greceo accampany you. to this msating? 
A I asked him to. 


Q Do you recall why you asked bim to come with you? 


y 


i wanted to have seme councsl to represent me. 


‘ 


a) 


Was Mr. Greeco there accompanying you as counsel? : 


Yes. 


| 
| 
| RB 


pap Sere rer i 0) ae Ye | 


Ro vou recsli *my you tchouget you noeded COUaASDL? 


woe 


kite EMAL ODSIsction, 
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> CCURT: Yas, sustained. 


3 “inen vou arrivec at tne meeting, 


een eee 
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MP, FPANX: Your Honor, at this point may I 


ask of Hr. Cresco, whe is present in this courtroom and 


’ 
ho is on the watnsa3s list,be sequestered during this portio2 


y 


o€ she tcotizeny? ff do realize that he is cae pexrsonsl 
attorney for Mr. Bowes and so he has told me, but I do 
think that the better vart of justice may be served if Mr. 
Grecco is sequestered during this portion of the testimony. 

THs COURT: All right, any reason why not? ; 

MR. GRECCO: ‘Your Honore if I may, I don‘t have 
any standing in this orcceeding as of this time. My name 
is Alfred Greceo. My office is at 400 Madison Avenue. 

Z£ I may dispute the request of counsel, number 
1, I om an attorney fully ccgnizant of my cbligations to ) 


speak nothing but the truth once Itake the stand and, second:y, 


I am only interested in his testimeny professionally in- 
acmuch as thers were confidential sonvarsations betvrieer: 

myself and my client personally, which I do not think is 
the province of this proceeding inasmuch as he is only a 


witness here and not a party and the cnly reason I would 


De-- } . 


did :cu do semething? 


TEB WIiNesS: I sought out Mr. Coven and asked hin 


" 22 2 aid, Fes. 4 
if ie # } 
Q Did you have any Giscussion wita hin 
t] . 
A Yes, sa did. 
a} 
i: Q How many parties were there to this discussion? 
fi 
3 : 
i A To tha Sest of my knowledge, it was Mr. Coven and 
| 
' 
} 
j 


Q Do you call who spoke first? 
A To the best of ny knowledge, I did, 
Q Do you reesll what you said to him? 


A I asked him if he intended to sign «~ co-si 


_ 


gn 
checks for tha conpany. 


Q Cen you recall what his response «as? 


A Re said, yes, he did and I asked him his reasons. 


Q Do you rocall what he saiae 


A 


To the best of my knowled 
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rt t0ld@ him that 22 that ves the case, thax, 


4150a 
Wouvl.d ba no closinge | 
Ook Fed 


Q do you weall 4Z you said anything else? 
you 2 


5 ‘mie 1 believe I verbally abused ir. Coven. 
. . a 


Q 5 you recall what Mr. Coven’s response was? 
A Mo, I balieve I walked away fxca Mr. Coven or Llir, 


wot 3a <zir> 
9 That cecucred next, Sire 


aA I 2n not too clear because I was not thinking of 


Q Sir, co you recall if you nad any conversations 
witi Mr. Rega at this meating? 

A I co not recall. 

Q Sir, do you xecall any conversations with Mr. Rega 
subsequent to tho April 25th due diligence meeting at the 


om 


SEC and prior to this maeting athe Republic Bank? 


A I might have had same phone conversations. 


Q Do you recail if you did, in fact, have phone 


A To the best of my knowledge, I 


few phone conversations wih he 


Q Po you recailif vou called ur. Rega during this 
pericd? 


ro 


in? 
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in 
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A vag, ne aid 


Q vo yo" 


telephone c2ll was? 
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pproz-imately when the 


A Mo, I do not. 


reca 


you called Mr. 


ll apprcoximately how long after the 


Rega? 


please, in all of the 


conversations between this witness and any of the other 
defendant; and ve. Coven, may I have a standing objection 
as not binding on my client, even though the Commission 


nas 
are acting in concert 
THE CCURT: 
wR. DAVIS: 
THE COURT? 
that, 


docs Lt nok? 


MUR. DAVIS: 


months 
don't mnow whother 


Were a 


(Lasse fow 


23 to whe 


alleged acting in concert, and subject 


to proving they 


placed in time? 


I think the preceding question tells 


period of some two or 


13 took place, 


closing or when. 


nusbar of conversations. 
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2zticns and answers read.) 
“ agi . oP > =. - 
ae en ae | “<5 
(Cm moet 
had ' 
Tt tt =, 69 - f 
ad -f > o - 6 “ 


take it subject to connection. 


and 
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MR. HEGHMASN: Maybe if I approach it ina 


aifferent way we can clarify it. 
Q Mr. Bowes, going back to the end of April, 1972, 

and the beginning of June, 1972, you indicated that there 

was a due diligence meeting being held at the Secu ities . 


& Exchange Commission on June 25 and that the issue became 


— 


effective the following day? Is that correct? 
A Yes. 
Q Did you have any idea as to hav successful the 


selling effort was going or what progress was being made? 


A No. 

S Did vou attempt to get any information on this? 
‘A Yes, I did. 

Q Co you recall what you did? 

4 I asked Mr. Coven, I asked Mr. Zitfer of 


Stevens, Jackson & Seggos, and I asked Mr. Rega. 


Q Do y w recall whom you approached first? 
A Mr. Coven. 
Q Do you recall approximately when you first 


approached him? 

A in the phone conversations of a week or two 
efter the due diligence meeting. 

Q Do you recall what information Mr. Coven gave 
to you concerning this sales effort? 


SOAR OSTRICT COURT REPORTER: 
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: MR. PRANK: I believe those conversations have 
already been explored and I think the witness already said 
what was said on those two occasions, that he doesn't 
; remember what took place after that. 1532 
' THE COURT: I will allow it. 


A I asked Mr. Coven how the issue was going and 


I believe Mr. Coven said the issue was going along fine. 


Q You have indicated that you approached Mr. Rega? 
A Yes. 
Q Approximately when did you approach Mr. Rega? 

A After I talked to Mr. Coven anc Mr. 2iffer, 


I called Mr. Rega's office. 


———— ee  reenemenmenttilimenedtinanedinaninetnatntimma 


Q Did you speak with Mr. Rega? 

| A To the best of my knowledge, I believe so. 

Q Do you recall what you said to Mr. Rega? | 

| : A I asked Mr. Rega how the issue was selling. 

Q Do you recall wkat his response was? | 

A He said the issue was selling fine. 
| : Q Do you recall what the terms of the issue was \ 
in connection with the number of shares sold? 


A It was a 3 million or none; I believe it was 
a minimun-maximun. 
f Q Do you recall what the minimum was? 


! 
| * § A 3 million shares. 
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yu recall what the maximum was? 


O 


s 
DS yo 


million shares. 4542 


a 


At 10 cents a sha e? 


9 Prior to speaking with Mr. Rega did you speak 


A Yes, I did. 

Q What did you say to Mr. 2iffer? 

A I asked vc. 2Ziffer how the issue was selling. 
Q mene” what his response was? 

A He told me that his share was doing fine. ” 

Q Did Mr. Coven ever indicate a specific number 


of shares that had b2en sold? 


A No, he did not. 

Q Did Mr. Rega? 

A iO. 

Q Did youhave any subseqg.ent conversations with 


Mr. Rega 


ze) 


rior to the second meeting at the bank? 


MR. DERFNER: At this point could we clarify this? 


- 
"s 


era the three conversations that the witness 


approached Mr. Coven firs3e? 


a 


™ 


+n 


@ 


a) 
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A To the best of my knowledge possibly a week 


sie 455a 


hed Mr. Rega? 


Q That you approac 
es 
A To the best of my knowledge. 
Q “fas this in person? 
A Yo, it was note 
Q sy telaph one? 
A %o9. 
Q Do you recall what you said to him? 
A I still inquired about the issue, how it was 


selling ‘ 


Q ¢ you recall what nis response was? 
A ‘tg the best of my knowledge it was the same 


response a3 tha first time, everything was fine. 


Ee en eee ee a 


Q Do you recall speaking with Mr. Rega a third 


<< = 
~— 


time prior to tha meeting at the bank? 
A fo the best of my knowledge I believe I did, 
or if I didn't, maybe Mr. Kennedy, my associate, might 


have called him, 


Q Deo you recall if you spoke to him a third time? 
A Wo, I did not. 

yh a 
Q Subsequent to initially approaching Mr. Ziffer, 


did you subscyuently approach him in connection with the 


ee me ee er ee — 


les effort? 


4 
i 


a ew Se Sar Soe & SOL 


ms Bowes-direct 


| 1562 


A I did, yes. 


ae ee | 
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C Q Do vou recall when that was? 
4 ij A Mr. Ziffer dropped into the office every day 
| ears RAE a ae | 
re 
% | or thereabout. 
i 
. : ‘ : 
o |: Q Did vou discuss the sales effort with him? 
et 
y | A Yes. 
ale , 
oN Q Do you recall how he described the progress 
iF 
9 
| of the selling? 
of A He egain told me that his part of the issue was 
| cE RSS i a ae 
ty Going fine. os 
1 — 
- iy el 
a ae: Do you recall if Mr. Ziffer ever informed you 
5 | shat Stevens, Jackson & Seggos had stopped selling the | 
| 
issue? 
‘ | 
2 : “ 
og A No, he did not. { 
” s Q Do you recall if Mr. Rega had ever informed 
{ 
_— | 
| you that Carlton-Cambridge had stopped selling the original 
i§ I ° 
ae issue? 
af 
ae A No. 
Fa be 
pit si Ed . s * 
coe Q This is the first meeting atthe bank? 
2 ij A Yes. 
i 
CH i f 
- ; Q When you went to the bank for the second time, 
i 


the meeting that we have just described, did you know how 
many sheres had been sold of Dennison Personnel? 


io notknow hew many shares were sold. 
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Q Did you know what the purpose of the meeting 
_ 4s7a 
Wass 
dR I believe that the purpose of the meeting was 
° : to have a minimum closing. 
> | 
3 ; : { 
Q Was it your understanding that this would be 
| 


the termination of the original offer? 


: MR. JAFFE: I object. 


\ 


THE COURF: Sustained. 


Q Do you recall if you discussed the purpose of 
MR. JAFFE: I object. He has already answered 
the question and testified that the purpose of the meeting 


| 
| 
this meeting with Mr. Coven? 
was to close the minimum issue. | 
THE COURT: I will allow it. ! 
A I don't recail talking to Mr. Coven about it. } 
Q At the meeting itself do you recall any con- | 
versations with Mr. Rega? 
A I do not recall any conversations with Mr. 
Rega. 
Q Do you recall if anyone at the meeting 
indicated to you that the selling would stock? 
A No. 
Q Do you recall if anyone at the meeting 


indicated to you that the selling would continue? 
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MR. JAFYS: I object. 158e_ 
THE COURT: I will aliow it. 
tT was not told tha: the seliing would stop. 


Do you recall anyone at the second meeting 


at the bank indicating to you that the selling would 


continue? 


A 


this? 


12 at the 


later. 


Q 


Yes, I do recall the selling would continue. 
Do you recall who indicated this to you? 

No, I do not. 

Did you receive any funds at this closing? 
No, L aid not receive any funds. 


THE COURT: Do we have a date of any kind on 


WR. HEGHMANN: This meeting occurred on June 


Republic National Bank, it will be established 


Do you know why you did not receive any funds 


at this time? 


A 


To ths best of my knowledce I was told that 


all the checks had not cleared as yst. 


» MR. FRANK: May ws object to that. As far 


as I am concerned, it's not binding on any of these 


Gefendants. 


THE COURT: Well, I will cake it, but, you 


ts can naisieas > louie bpnecd se id eed 
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THz COURT: I am going to grant that. v8 


receive funds 
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z Yas, I did. 

Q Do you recall approximately when you received ; 
sna funds? 

» Try telly 7 


best of my knowledge approximately 2 


WeAex Or two atterwarcs. 


9 I show you what has been marked Plaintiff's 
Exhibit 3 for identification and ask you to examine it. j 


Ms. Bowes, Go you recognize that document? 


ry - SS e 
Q Can you describe to the Court what it is? 

i 
A This is a letter to the American Transfer 


Company authorizing them to issue schree million seventy- 
three thousand five hundred shares of common stock. 


Do you recall the circumstances of your writing 


A To the best of my knowledge I believe that is 


when the check was issued to Dennison Personnel. 


Q NS you recall why you wrote the letter? 
x To the best of my knowledys I believe that we 


t . 
sx Pia ae eian et te ee i en ig, 
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“ar so they could issue the stock to the 


MR. DAVIS: Your Henor, 12 I might interrupt 
at this point, we have a pretrial order in this action 


and all exhibits for both plaintiff and defendants were 
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i 
d during the pretrial conferences. 
Exhibit No. 8 which was marked in the oretrial | 
the exhibit we have here today. 
This is Exhibit No. 10 in the 
Dretrial memorandum. 
Cre h deur! irr . Vv 


rien 2 : 
Lelie wiwlsste © es. Fi 


Do you want to check that? 


MR. HECHMANN: Yes, your Honor. We have 
realigned some of our witnesses and changed the order, 30 | 
that the order of introduction of documents will not i 


specificaliy follow the order that was signed in the 


TRE COURT: I think what you better do is stay 
with the original marking; even if you have some gaps 
an it, otherwise, wa are all going to be confused. So 


lat's take this back and refer te that as 10 for identi- 


1612 84 


ms Bowes-direct 
(Plaintiff's Exhibit 10 was marked for 
identification.) 
xx THE COURT: The witness has identified it as a 
letter to the American Stock Transfer Company. 
Q Is that your signature, Mr. Bowes? 
A Yes. 
MR. HEGHMANN: I would like to offer Plaintiff's 
Exhibit 10 in evidence. 
THE COURT: Any objection? 
Received. 
(Plaintiff's Exhibit 10 was received in 
evidence.) 
pied Q In connection with the Dennison Personnel public 
offering did you meet any representative of American Stock 


Transfer Company? 


A To the best of my knowledge I did, yes, sir. 

9) Who was that? 

A Mz. Michael Karfunkel. 

Q Do you recall what Mr. Karfunkel's position was? 
A To the best of my knowledge he represented the 


American Stock Transfer Company. 


Q Approximatery when did you meet Mr. Karfunkel? 


A @o the best of my knowledge I met him previous 


to the due diligence meeting at the SEC. 
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MR. HEGHMANN: Yes, Your Honor. 


2 Have you had an opportunity to examine that? 
: 
A YeS. | 
Q Do you recognize it? 
A Yes, I do. 
Q Can you describe to the Court what it is? 
j 
A It is a letter from Mr. Rega stating that he 


is going to extend the time on the sale of the remaining 


issue. | 
Q Is that a letter or an agreement? H 
A Tt is an agreement. i 
Q Mx. Bowes, is thet a Xerox copy or is it an i 
| 
original? i 
& This is a Xerox copy. | 
Q DO yar recall when the Xerox copy was made? 
‘ 
A To the best of my knowledge it was made early { 
aig 
JUsLVe 
Q Do you recall if that document was deliverad 
alone? 
A To the best of my knowledge it was not delivered 


Q i shew vou what has been marked 2s Plaintiff's 


Exhibit 12 for identification and ask you to examine it. 
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Mr. Bowes, have you had an Opportunity to 


hihkies *%7 
examine Exhibit 11? 


Dennison 
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Have you examined it? 
What is it? 
This is a letter from Carlton-Cambridge asking 


Personnel to depesit a hundred thousand dollars 


MR. JAFPE: Your Honor, the witness apparently 


is reading from the letter. If tae letter were admitted 


in, it would speak for itseif. I would ask some ques- 


tions with respect to the receipt of this letter. 


THE COURT: You want some questions on the voir 


MR. JAFFE: Yas. 


THE COURT: Ail right, when he gets to that 


Mr. Bowes, do you recall approximately when you 


To the best of my knowledge early July. 


Do you recall if this letter was accompanied by 


o the best of my kncwledgeI believe it was. 
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THE COURT: Well, assuming that you es*.ablish 

an invalidity, is that going to speak on the question of 

its offer at this time? i166a 

MR. JAFPS: I an trying to refrash the witness’ 
recollection when I am referring to the exhibit which has 
now been marked for identificatier. 

THE COURT: So you are making these inquiries 
merely to probe his recollection on what was received 
when and that sort of thing? 

MR. JAFFE: That is correct. 

THE COURT: Go ahead. 

Q Mr. Bowes, is it not a fact that the original 
offering would ave expired 60 days after the effective 
date? Or is that your memory? 

A Yes. 

Q And the date that you recall now that you 
cecntned naa letter dated July 11, 1972, would have been 
more than 60 fisiness days beyond April 26? 

A I beléayve go. 

Q Wit. these things in mind, do you recall the 
circumstances under which these two letters came about? 

A These letters came abcut because I warted to 
be sure they were extending the issue. 


Q You wanted to be sure? 
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Yes. _ LoVe 

Q In other words, you requested gomecshing of this 
mature, these letters? Is that how they came about? 

Aa Yes. 

Q Por the benefit of the Court, do you recall 
how these letters came into your possession? 

A To the best of my knowledge they were delivered 


by a messenger from Carlton-Cambridge. 


Q You had asked for these letters? 

A To the best of my knowledge, yes. 

Q Who did you ask to prepare these letters? 

A To the best ot my knowledge I asked Mr. Rega. 
Q How did you approach Mr. Rega to prepare 


Exhibits 12 and 11? 
MR. HEGHMANN: I will object to ties: 
THE COURT: Yes, sustained at this time. 
Anything further on the voir dire? 

BY MR. JAFFE: 


Q You have indicated you asked Mr. Rega to prepare 


these, yet P-12 is signed by George Santoriello. Did you 
have any conversations with George Santoriello? 
A No, I did wt. 
Q So it is your testimony then that these exhibits 
were received by you at your reqvest ang that you did have 
SOUTHERN DISTRICT COURT REPORTERS 
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MR. FRANK: Objection. There has beex no roof | 


that such, in fact, was the case. That assumes a fact 


not proven before this court, 


THE COURT: Read it back to me, Please. 


(Record read.} 


THE COURT: I will allow the question. My under- 


standing is that you are inquiring as to his state of mina? 
HR. HEGHMANS: Yes, your Honor, 


A: Ho, sir; I do not. 


Q Mr. Bowes, did there come a time when tbs under 


writers ceased selling the new issue? 


A Yes. 


Q When did you first discover that the underwriters 
had stopped selling the new issue? 


A “To the best of ny knowledge, I believe it was 
late July or early August, 


Q Do you recall how you discovered that the sale 
of the’ new issue had been discontinued? | 


A Yes, a friend of mine that worked for a brokerage 


4 


house called me and tola me that the issue -- 


MR. FRANK: Move to strike everything a friend of hi 
\old hin, 


us anything. A friend of yours told you something, is tat 


" SOUTHERN DISTRICT COURT REPORTERS 


| 
THE COURT: All right, strike that. He hasn’t told | 
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THE @ITNESS: Yes, sir. 
THE COURT: Go ahéad. 


Q What was your reaction to this conversation with 
your &iend? 


wR. PRANK: Objection, your Honor, to the reaction. 


8 THR COURT: I will allow it. What did you do? 

’ A I couldh*t understand the situation because I 
oe | 

" THE COURT: What did you do after you had this 

” conversation? 

_ THE WITNESS: I believe to the best of my knowledge 
" I called Mr. Grecco. 

” Q After calling Mr. iad what did you do? 

- ot _I believe to the best of my knowledge I called 
" Mr. Coven. 

™ Q Do you recall what you said to Mr. Coven? 

r MR. FRANK: May we have the time fixed now? 

* THE COURT: Yes. 

= Again, approximately what time are we speaking? 
- A To the best of my knowledge, it was iate July or 
* early August, I don’t recall. 

i Q Do you have any type of diary or notebook with 


which you can fix that date? 
SOUTHERN DISTRICT COURT REPORTERS 
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A Bo, sir. 170a 
Q And you called mr, Coven, is that correct ? 
A Yes, 

PA Q Do you recall vast you said to mr. Coven? 


A To the best of my knowledge I asked Mr. Coven if 
he knew that the Stock was being traded in the pink sheets, 
He said he did not. He saia he would look into it and cal] 
me back. 

Q pia be call you back? 

a Eventually, yes, 

Q When did he call you back? 

A A day later, possibly. | 

Q After calling mr, Coven, did you do anything? 

A To the best of my knowledge, I tried to reach 
somebody at Carlton-Cambridge. 

Q Were you successful? 

aA After a few attempts, yes, 

Q When you say "reach", aid WORE call them or what 
Gid you do? 

A Tdephoned them, 

Q Who did you reach at Carltoi-Cambridge? 

A To the best of my knowledge, I believe it pwas 
Mr. Rega. | 


Q Do you recall what you said to mr, Rega? 
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eoh12 
A = & Snquirea 4f it was true that the stock was 
"being traded and not being sold any more. 
G Do you recall what bis response was? 
a To the best of ny Knowledge, ke informed me that 
he would like to have &@ mesting at my office the following 


week. 


4712 


THE COURT: Excuse ma, Would you read the witness’ 
answer before this last one. 
(Record read.) 
THE COURT: All right. 
Q Did Mr. Coven call you back? 
MR. FRANK: Objection, your Honor. 
THE COURT: I will allow it. 
MR. FRANK: Call him back from what? | 
THE COURT: The testimony is that the witness said im 
that Mr. Coven mid he would lock into it and call him back. | 
MR. FRANK: Right, and then there was another | 
question that Mr. Coven eventually called back and the 
witness responded the next day and now he went to Mr. Rega's 
call. | 
THE COURT: A day or so later he called. Then 
he went to Rega’s call, 


MP. FRANK: Am I to understand we are back 


to Covers call? 1s this the same call we are going back to 
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Q Did you have a meeting with Hr. Reg2 in the 


| 
| 
A Yes, I did the following week. lee | 
{ 


THE COURT: The following week? 
THE WITNESS: Yes, sir. 
Q Did Mr. Coven call you back prior to your meeting 


with Mr. Rega? 
A To the best of my knowledge, no. 
Q Approximately when did this meeting take place? 
MR. JAFFE: Your Honor, I just want to under- 
stand the proof we are going to make. We are beyond 


where the issue was traded. We are into August. 


mre eee 


I don't recall anything relating to this in the pretrial 
Inanorandum. I don't know where we are going at this 
point. 

THY COURT: Well, I will allow him to develop 
it a little bit. 


(Question read.) 


A To the best of my knowledge the month of August. 
Q What part of the month? i 

} 
A The best of my knowledge I believe it was the 


middie of the month or thereabouts. 


Q Where did this meeting take place? 
A Dennison Perecnnel. 
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Q Who was present? 1732 
A Mr. Rega, Mr. Gamarekian and vyself. 
Q Do you recail what occnrred at this meeting? 
A To. the best of my kmowledge the first thing 


I asked was it true they stopped selling the issus. 


Q Whom did you ask this of? 

A Mr. Rega. 

Q Did he have any response? 

A He said, "Yes, it is true.* 

Q Do you recall saying anything eise? 

A I was a little bit dumbfounded, that is all. 


MR. DAVIS: Objection, your Honor. This 


testimony, I believe, is tending to be totally irrelevant, 


especially as to the proof alraady edduced by the plaintiff 


TSE COURT: The objection is sustained as to 


the reaction of the witness. 


Go ahead. 
Q Do you recall anything else occurring at this 
meeting? 
ry To che best of my knowledge I believe they 


proposed at a later date they might try to do a secondary - 


THE COURT: Try to do -- 


THE WITNESS: 2 secondary of the remainder. 
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Do you recall whother it was indicated to you 


4 
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by either Mr. Rega or Mr. Gamarekian how many shares 


had been sold? 174a 
' A To the best of my knowledge we did not discuss 
ae; 
Q Do you recall if there was any discussion of 


additional funds being -- 

MR. JAFFE: Your Honor, I object. We have a 
laundry list of things that could have been talked about. 
This witness iss supposed to ,ive testimony of his recol- 
lection. 

THE COURT: Sustained. 

Q Mr. Bowes, did Dennison Personnel ever receive 
funds over and above that received from the Republican 
National Bank in June? 

MR. JAFFE: May I have the question again? 

(Question read.) 

MR. JAFFE: I object to this. There is no 
foundation for it. It is part of the laundry list of 


questions to which I have very serious objection. 
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4 ; THE COURT: Overruled. 


A We received two checks, but they were in the 
month of June, I believe, to the best of my knowledge. 


None after that. 
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Q Subgequent to the meeting with Mr. Gamarekian ; 


t ee 


and Mr. Rega, did you hava a conversation with Mr. Coven? 


i 
| 
A To tha best of my knowledge, yes. | 
es Q Do you recall when tht occurred? 1i7sa 
A No, I do not. 

Q Do you recall the substance of that discussion? 
— sieht nimi ~ a — j 
A Itwas Dennison's policy then to try to dis- } 
—_—_—_—_—__——————_—— —— $$$ ; } 


? 


MR. FRANK: Your Honor, I move to strike that 
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you recall how many conversations you had 
with Mr. Coven su>sequent to your meeting with Mr. 
Gartarekian and Mr. Faga? 
A To the best of my knowledge I had a few con- 
versations the following week, or that week, in regard to 


what do we do now in regards to the remaining issue. 
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Q Do you recall specificaliy discussing the i 


remaining issue with Mr. Coven? 


Q Do you recall when you discussed it? 


Py 


To the best of my knowledge it was around that 


_ eee SSS 


——— 


a Te ee 


Bowes-adree7- lib i | 
i A T the best of my knowledge I asked him what , 
‘ is our next step since the issue was closed. } 
Q Do you recall what his response was? 1762 | 
A To the best of my knowledge he said he would 
; 
| ey and help me find another underwriter. | 
! THE COURT: This is Mr. Coven? | | 
THE WITMZSS: Yes, sir. | 
Q Was another underwriter ever found? 
A No, sir. | 
Q Do you recall approximately how many shares 
were gold through your firm? | : 
; MR. JAFFE: Objection, your Honor. We have | 
! : had that question asked several times. { | 
| | THE COURT: Has it not? | 
| 
MR. HEGHMANN: I believe the public record t 
indicates 3 million. | | 
: THE COURT: Do you withdraw it? i 
! 
MR. HEGHMANN: I withdraw it. 
a) When the size of the original offering was 
originally determined what criteria was used to arrive at 
~ i the size of the offering in terms of shares and dollar | 
: figurs? 
MR. FRANK: Objection, your Honor. I fail to | 
see the materiality of this question. A 
i 


+ ya~oper- m2 Mn une aig ut 
estITSt: S¥ 2 TES UCURT AOS 


serae . n ”- 6eo 


Pou Sosa IS MY. fol S FREP PONE: VARTA Gs (ea 


i 

4 SOUTHERN DISTRIZT COURT REPORTARS | 
| 

{ 

| 


ik? | | 
f THE COURT: I will allow it. ) ) 
Go ahead. iva | | 
A Wnat we had in mind to do as far as our expenianen| 


was concerned. 
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Q Did the fact that the maximum number of shares 
nad not been 3s0ld have any effect upon the company? 


MR. DAVIS: Objection, your Honor. t¢’s a 


ee 
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ttex of public record. The distribution was contained 


the prospectus, which is part of Plaintiff's Exhibit 1 


THE COURT: Overruled. 
Go ahead. 
A Tt curtained our expaision program, yeS, sir. 
Q Do you recall in what way it curtailed your 
expansion program? 
A Yes, our application proceeds were reduced to 
50 per cent of what we wanted to do. We had to curtail 


certain programs. 
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Q Mr. Bowes, in the spring of this year, in May 
and Jane of 1973, do you recall if you ever checked the 
market prise for Dennison Personnel to see what the stock 

i was trading at? 
| MR. PRANK: Objection, your Honor. 
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i MR. JAPFE: Objection. 
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R isn’t it a fact, Mz. Bowes, that it wes Mr. 

Zaifer of the Seqgos firm who kept you informed on a day 

to day basis as to how this registration was progressing? 
A No, sir. 


Q What did you talk about, then, every day? 


a He told me how he was doing, that’s all, 
Q Be, the underwriter? 
A Ge told me how he, representing Stephens Jackson 


Seggos, wes doing. 
Q You knew that firm to be the managing underwriter, 
didn’t you? 
A Yes, siz. 
fe} Dicn’t he report to you the sales that were being--~ 
MR. HECEMAMN: Your Honor, I object to the word 
"manage." I don’t think it has been established who was 
the managing underwriter. 
MR. SRAWK: Your Honor, the witness testified he 
knew he was the managing underwriter. 
£03 COURT: Do you? 
THE WITNESS: No, sir: I don’t. / 


Q Did you ever reed the underwriting agreement | 
| 
between your firm 


and the Seggos firm? 
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was referred to in that underwriting agreement as the 
managing un? writer? 

A Wo, sir. 

Q Was Carlton-Canmbridge the maneging underwriter 


to your licnovwledge? 


A To my knowledge, I don’t know. 

Q Do you know whether there was a managing underwrite:? 
A TO my knowledge, I did not know. 
Q Do you recall anything about the underwriting 


agrcement you signed? 


A I recall the names involved, 


Q You recall all those telephone conversations that | 
you related, You recalled everything these people said 
as you have testified for the past two hours, but you recall 


nothing but the names of the people who signed the under- 


A No, sir. 

Q What else do you recall about the underwriting 
aqcreensne? 

A I recall I was told to sign it and forget about 


5 is that the truth to every piece cf paper in this 


' 135 
eon5 WeS-Cross 
case? 
180a 
A MO, Six. 
Q So, you signed it end forgot about reading it? 


A I didn’t want to, but I did, 


- 


Q Now, sir, you sent a letter addressed to the 


transfer agent in this case, did you not? 


aA Yes, siz. 

Q Did you read that letter when you signed it? 
A To my knowledge, I did. 

Q I am referring to Exhibit 10 in evidence 


where you said to the stock transfer comg7ny to issue 
3,073,560 shares of Dennison’s common stock for which you, 
meaning Denniscn, have received full consideration as 


per prospectus. Do you remember signing that letter? 


aA Yes, Sir. } 

Q Was it true? 
i 

A To my knowledge, it wes. 
‘ 

2 Did you read the prospectus in this offering? 

a Ye, sir. 


A Many times. 
Q Did you read the registration statements prior 
te your sign'’ng them, prior to their tiling with the 


Comaission in this case? 
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Gidn‘t ask for -- I didn’t dictate the letter, no. 


Q Did vou or did you not ask for an extension 


of the underwriting agreement? 


A I could have. All I was interested in at that 
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time when those were delivered was the fact that I was 


1273 


under the impression that they were still selling the 


stock. 


Q Did that impression continue through August 
of 1972? 
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A To the best of my recollection, no. 


Wher did you lose that impression, sir? 


== 
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Q 
A I lost it in the end of July. 
Q 


You couldn't have lost it on or about July 18, 


1972, could you? 


A I don't know. 
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Q isn’t it a fact, sir, that yo signed post- 


effective amendment number 1 withdrawing from registration 
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two million nine hundred some odd thousand shares of 
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Dennieor Personnel stock? 


A I don’t know. 
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Q You den’t know? 


A Ko. 
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Q Mr. Bowes, I show you the signature and ask jou 


whether or not that is your signature. 
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Yes, it is. 182 
Do you see the date above your signature? 
The 17th day of July. 
What year? 
1972. 
Now, sir, do you see the date on this? 
Yes. 


What dees it say there? 


- July 18, 1972. 


Who acknowledged receipt of that document? 
I believe I did. 

No, whose receipt of that document is it? 
Tas Securities and Exchange Cemmission. 


And, sir, may I call your attention to the 


first page of post~effective amendment number 1. 


portion of Plaintiff's Exhibit 1 in evidence which is 


post-effectivé amendment number 1 to the registration 


MR. FRANK: Your Honor, I am reading from that 


statement filed with the Securities and Exchange 


Commiseion on July 18, 1972, receipted by the Camissicn 
on tke same day, your Honor. The document is dated July 17, 


1972, and was signed by the witness, as he so testified, 


Q 


and sce if that refreshes your recollection as to having 


Sir, what does that date, will you read that 
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seen it before, 183e 


i 
| 
A “The registrant, Dennison Personnel, Inc., j 
| 
by this post-effective amendment number 1, hereby | 


deregisters 2,926,500 shares of its .001 par value 


common stock that remain unsold as at July 17, 1972, 
and 292,650 common stock purchase Warrants and the shares | 
of common stock par value at e001 underlying the saia 


= 
shares which were registered herein and which had not 


ne eae 


been soid, pursvant to Rule 478 (a) .” 
Q Dees that refresh vied recollection, Mz. Bowes 
A ie, sir. 
Q Do you know the effect of that document on 
the ability of the underwriters to offer the stock of 
Dennison Personnel for sale to the purchasing public? 
A As I stated before, t was told to sign and 
not read sometimes when I was in Mr. Coven’s office. 


We had various arguments cver that, 


Q Isn’t it a fact, Sir, that that acocument 


RN State thet ge renee 


was signed by you after you hed told Mr. Coven that the 
stock was trading publicly? 


A i believe that the stock was trading publicly. 
Q Bo, no, answer ny questicn, Isnt it a fact 
that that document was executed after the time you had 


teld Mr. Coven that the stock wes trading, that you hag 
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heard the stock wag trading? 1842 
A Yes, 


Q How, sir, directing your attention to Plaintiff's 
Exhibit 11 and, more specifically, the last line of that 
document, do you see the date on that document? 

A Yes. 

Q What does it Bay, sir? 

A July 24, 1972, 

Q ze one that this extension shall commence on 
that date, isn't that correct? 

A That is correct, 

Q Can You explain to me, sir, whether or not 
you informed mr. Seggos that you hd signed the post-effectiy 
amendment number 1 withdrawing the balance of the stock 
from registration at the time you got that letter? 

A ~X did not inform Mr. Seggos, 

Q Why not? 
A I never met Mr. Seggos. 

Q Did you tell Mr. Ziffer? 

A Ho, sir. 

Q Did you tell anybody? 

A To the best of my recollection, no, 

Q In other words, sir, you signed the document 
withdrawing the registration 2,900,000 shares and you still 
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let me direct your attention, sir, to the under= 


writing agreement as an exhibit to amendment No. 1 


addressed to Lehman, Bartel & Company as representatives 


of the underwriters on the heading under Offer Dennison 


Personnel, and ask you whether you ever sigped that under- 


writing agreement? 


A 


Q 


A 
Q 
A 


read it. 


read it"? 


A 


I might have seen it, but I was not allowed to 


Were you allowed to read Exhibit 4? 

I don't know if I was allowed to read it or not. 
Yo1 did sign it, though? 

That doesn't mean I was allowed to read it. 

But you did sign it? 

Yes, sir. 


THE COURT: What do you mean by "allowed to 


Mr. Coven and I had many discussions on his way 


of doing business, which was to throw agreements in front 


1 
1 | 
t 
’ 
I don't recall. ; 
You don't recall? 
I don't zecall. 
Do you recall ever seeing it? 


of ma and sav. “Sion it," after waiting three hours. 
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do. I said, "Iwuld like to take this agreement back 

with me and read it before I sign it," and he thought that 
was highly unusual for somebody to question his integrity. 


And, therefore, I had to sign it or there would be no 


agreement. 
186a 
Q. Why didr't you discharge Mr. Coven? 
A “ Mr. Coven was doing his job. 
Q So, then, you were satisfied with his services? 
A I was satisfied with his services. 
Q And you did not object to signing documents 


that he put in front of you, whether or not he let you 


read it? 


A I did object. A few times I stormed out of 


his office. 


Q Dissatisfied? 

A-.-- Dissatisfied. 

Q But not dissatisfied enough to discharge him? 
A No, sir. 

Q Mr. Bowes, do you remember giving testimony 


under oath at the offices of Shearman & Sterling on 
October 30, 1973? 

A Yes, sir. 

Q And, sir, at that time and during that question- 


ing do you recall this at page 79 <= 
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MR. HEGHMANN: I would like to object. The 
witness nas testified he does not recall if he saw tue 
entire document. On the page bearing his signature p 
don't believe it says anything about de-registration. 

t merely states rules of the Commission. 


* 
THE COURT: Sustained. 41872 


2 Sir, do you recall that I asked you if you signed 
post-effective amendment No. 1, after you had a discussion 
with Mr. Coven concerning the trading of the stock? 

A Yes, sir. 

Q Do you recall, sir, that you asked Mr. Coven to 
look into the trading of the stock? 

A Yes, I did. 

Q Isn't it a fact, sir, that Mr. Coven told you 


ne had communicated with the SEC in Washington concerning 


this? 

A a told me my associate; he did not tell me. 

Q You knew that Mr. Coven Called someone at 
Dennison Personnel and said that? Isn't that a fact? 

A Yes. 

Q Who is that associate, sir? 

A George Kennedy. 

Q After Mr. Kennedy told you about this telephone 


Sr 


<n are 


Gall from Mr. Coven, did you call Mr. Coven back? 


ma 


A Yes, I did. 
acca 


2 Did tir. Coven tell you that it was necessary 
——— 


to de-register the stock as to the remaining shares 


unsold? _ 

—— 
A He could have. 188< 
9 He could have? 
A Yes. 


THE COURT: Do you recall when that conversa- 
tion occurred? 

THE WITNESS: No, sir. 

Tilg COURT: More or less? 

THE WITNESS: I would fix it around July or 

Q Sir, abeseuken your attention to the fact that 

the closing at the bank was around June 21, 1972, and 
that you called Mr. Coven about the trading in the stock 
apoercuimately the first week in July, does that help 
refresh your recollection as to when that telephone con- 
versation with Mr. Coven took place concerning this de- 


registration that we have just discussed? 


9) Sir, isn't it a fac. that Mr. Coven sent a;cop 


of vost-effactive amendment No. 1 to your attorney, Mr. 


w 
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A I don't recail. 

2 You don't recall that? 189- 

A NO. 

2 Sir, in your discussion with Mr. Coven did he 


tell you why he was filing post-effective amendment 


No. 1? 
A No, sir. 
2 de told you he was filing it, though? 
A I don't know if he did or didn't. 
Q You don't know if he told you he was de- 


registering the balance of the securities? 
A Na . 
THE COURT: But you say you received word 


through-George Kennedy that Mr. Coven nad called and left 
* as - _— - -—— 


word indicating that he had been in touch with the SEC? 


@ik WITNESS: Yes, gir, 


——— 


THE COURT: And that it would be necessary to 
———— eal - 


ne ae 


Ge-register 2,900,000 shares? 


—— ae 


THE WITNESS: He indicated that to Mr. wcahad 


_—_a = 


ee mem ee 


a 


THE COURT: And that occurred around July or 


THE WITMESS: Yes, sir. 


THE COURT: Anything further? X£ not, step 


(Witness excused.) 


20s Seggos-direact  4190a 181 | 
2 Q Was Stevens, Jackson, Seggos formed prior to 
2!  Dennaison Parsonnel? 
f : 4B It was. 
5 | Q Now, it is an undisputed fact that Dennision 
é' personnel became effactive -- 
71 MR. FRANK: Objection, your Honor. I think 
3 | Mr. Heghmann is testifying. 
2 9 THE COURT: Frame your question a little 

‘3: @ifferently, assuming. 

Q Do you recall when Dennison Personnel became 
ie effective? 
3 A No, I don't recall. 
oh Q Did you subsequently call Mr. Coven? 
a) A On what mattar? 
3 | G When was the first time you called him; did 


<3 


i you call Mr. Coven? 


os 
3 


A I called Mr. Coven after I had organized 
9 Stevens, Jackson, Seggos. 
2? Q Did you speak with him? 
21 A i.fter five or six times I was able to get to 
a him. | 
ale Q Co you recall what he said to you at that tims? 
24 A On the sixth time he told me to come over right 
2 i away. 
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Did you go to his office? 
1914 
Z aid. 
TES COURT: Can you fix the approximate tima? 


THE WITNESS: The time was around 2 o'clock in 


the afternoon that I was at his office. 


helpful. 


of October. 


 .f » 


r oO 


Q 


cussed? 


A 


I had, which I needed an attorney to represent me, and I 


THE COURT: The approximate date would be 


THE WITNESS: It must have bean the late part 
I don't recall, your Honor. 

THE COURT: All right. 

Did you go to his office alone? 

I did. 

When you arrived, was anyone there? 


Where? 


a 


In Mr. Coven's office. 


There was another gentleman. 
Did you know his name? 

Jerry Gayle. 

THE COURT: Who? 

THE WITNESS: Jerry Gayle. 


At this meeting do you recallwh@t was dis- 


It was a discussion mainly about the program 


ae 


ace 


ecs Seggos-direct 183 
needed business. 1922 

Q Do you recall what Mr. Coven's response to 
this was? 

A His response was that he would try to:help me 


ane he would give me underwritings and we will be working 
tocether. 

Q Did he indicate to you any specific under- 
writings at that time? 


A He had many underwritings in his office -and 


he had an immediate one named Balance Computer, which in 


his opinion at the time he thought was a very good under- 
writing for me to start with. 

MR. FRANK: I am going to move to strike 
after -- , 

THE COURT: The last portion. Perhaps you 
can lead him just a bit. 

MR. FRANK: Your Honor, we are having extreme 
a@ifficulty at this back table not only hearing but under- 
standing. 

a 

THE COURT: Try the microphone down here. 

MR. JAFFE: If I could also ask if the witness 
would speak a little slower. I am taking notes and i 


just lose half of it. . 


THE COURT: If you will speak a trifle slower, 
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in that conversation? 


193a 


A No. 


Q What happesed next in connection with Dennison 
Personnel? . 

MR. FRANK: I am going to move to strike that. 

THS COURT: Yes. 

Q . What happened next subsequent to this conversation 
with Mr. Coven in connection with Dennison Personnel? 

MR. FRANK: Again, same objection. He is 
realiy leacing the witness. There is no mention by Mr. 
Seggos there wes Dennison Personnel. He said Mr. Coven said 
he had one company that would be a cheap stock. 

THE COURT: Go ahe-d. 

Q During this conversation do you recall if Mr. 
Coven mentioned the name of this company? 

A I don’t recall. 

Q it was during this conversation that you first 
heard of Dennison Personnel? ) 

MR. JAFFE: Cbjecticn, your Honor. 

THE COURT: Sustained. 

Q bir. Seggos, did you appear as a co-underwriter 
for the issue of Dennison Personnel? 
# _in the beginning it was intended that I was going 
to do the underwriting by myself. 
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Q Could you explain to me in your own words 
the background of your becoming the underwriter for 


Dennison Personnel? 


a& Hy capital was very low at the time and I 


was the reason I called mr. Coven, to tell hin, to see 
the possibility for the ten cents issua, Mr. Coven 


suggested that this particular company and the officials 


should be welcome to changes the capitalization of Dennison | 


Personnel, and since it was in filing the effective date 


could be very close. 


Q You indicated that you were to be the sole 


NY 


underwriter? 


A Im the beginning, yes. 


Q Do you recall approximately what time period 
we are speaking of now? 


A 1973, the beginning of °73, 


Q Mz. Seggos, assuming that Dennison Personnel 
beceme effective in 1972 —- 
MR. FRAGK: Cojection,. 
THE CCURT: I will allow him +o go ahead. 


a) 
~ 


~~ dces that indicate to you that perhaps it 


was earlier than ‘72? 


MR. JAFFE: Your Eenor, I oxpct to that. That 
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is like Saying is one and one two; it has got to be two, 


MR. BSIRNE: We are just wasting tine here, 


Tt is an undisputed fact when the orfering became effective, 


THB CCURT: Is it not undisputed? 195a 

MR. FROME: But the memory of the ‘eltness and 
his eredibility — 

TRS CouRT: Credibility is another matter, 
Recollection is still something elsa, Maybe one of us 
Would have trouble relating events in occurrence of time, 

MR. FRANK: Except this witness has testified 
he has an unusual type of memory, aS you will fing out 


on cross-examination,. 


THE COURT: At the end of his Cross~examination 


we will knew better whether he does or does not. Go ahead. 


What is tha data when the issus became effective? 

BR. HECHMANY: April 26, 1972, your Honor. 

THS COURT: There is agreement here that the 
igsne became effective April 26, 1972. Do you wish to 
reconsider your last answer or two with reference to the 


matter of dates? 


THE WITEESS: Are you referring to ne, your Honor? 
THS COURT: Yes, 


THS WITNESS: I don’t remember any dates, r have 
oo Gny dates, I hav 


very bad memory in dates and names, 
+~~anonent ee cennnplerigeias Rites eam 
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Q Did you have any type of arrangement with 


Mr. Coven? 1962 


MR. FRANK: May we have a date fixed for this 
arrangement we are talking about? 
Q Just to go back again, do you recall now more 
clearly what year was your first meeting with Mr. Coven 
at his ~. tice? 
In his office? In ‘71. 
Now, at the time of that meeting did Mr. Coven 


250 8% your attorney? 


he Yes. ae 

Q Did you and Mr. Coven have any type of arrange- 
men ¢c? 

A Could you be more specific? 

Q What was Mr. Coven going to do for you? 

A Mr. Coven was giving me underwritings and be ~ 


my attorney. 
Q Do you recall if he outlined what his services 
would consist of? 
MR. FRANK: Objection, your Honor. I think 
we should move along. I fail to see she materiality . 
unless it relates specifically to this complaint. - 
MR. HEGHMANN: What I would like to show is 


the course of dealing that existed between Mr. Seggos and 
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Mr. Coven that began at this first meeting and then 
encompassed several underwritings, including Dennison 
Personnel. 197a 
THE COURT: Right. 
Go ahead. 
A Mr. Coven would give me underwritings of which 
I would have as an underwriter send the confirmations out, 
coliect the money, ane a closing, distribute the money. 
Q Mr. Seggos, would you actually sell any of 
these stocks? 
A No. 


MR. FRANK: Objection, your Honor. 


THE COURT: I will allow it. 

MR. PRANK: We are talking about stocks and 
there are something like 2090 stocks on the New York Stock 
Exchange and I don't need to go over to the other 
regionals. 

THE COURT: Go ahead. 

Q Mr. Seggos, was Dennison Personnel one of the 
stocks that Mr. Coven brought to you? 
Yes. 
Were you going to sell Dennison Personnel? 


No. : 


on ¥ OD PF 


Who was going to sell Dennison Personnel? 
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A The office of Mr. Coven was syndicated, 
particularly Mr. Gayle was responsible for syndicating 
and selling the underwritings. 

Q Now, again, since we have fixed the time of 
the meeting with Mr. Coven as now late "71, your initial 
contact with him, do you recall approximately what date 
or what time you first heard of Dennison personnel? 

A Just before Christmas of '71, 

Q Mr. Seggos, did you ever meet with any repre- 
sentatives of Dennison Personnel, Inc.? 

A No. 

Q Did you personally aid in the preparawtion of 
any filings? 

MR. JAFFE: I object. These questions have 
been asked before and I object that these questions are 
now being asked again after counsel has had an opportunity 
to confer with his witness nines prior to his testimony. 

THE COURT: Overruled. 

MR. HEGHMANN: Would the reporter please read 
tha question. 

(Question read.) 

A No. 

Q Did there come a time when Dennison Personnel 


became effective? 
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A Yes, there was. 4199a 
Q At the time it became effective, how many 


salesmen did Jackson- Stevens, Seggos have? 


A One. 

Q Did you sell: any stock of Dennison Personnel? 
A No. 

Q Do you know if any of your employees did? 
A Yes. | 
Q How many? 

A In excess of 300,000 sales. 

Q How many employees sold the stock? 

A One. 

Q Do you know who that was? 

A Jules Ziffer. 


THE COURT: Jules Ziffer? 
THE WITNESS: Yes. 
Q You indicated previously that Carlton-Cambridge 
was going i be your co-underwriter, is that correct? 
MR. JAFFE: I object, your Honor. I don't 
think he ever indicated that at any time. 
A Correct. 


THE COURT: Go ahead. 
Q Did you have any discussion with any represent- 


atives of Carlton-Cambridge? 
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A No. 200a 


Q Did you personally attempt to sell any Dennison 


Parsonnel stock? 


A No. 

Q Do you know a Peter Kaplan? 

A Yes. 

Q Who was peter Kaplan? 

A Peter Kaplan is president of Kaplan Securities. 


Q i In early 1972 do you recall discussing Dennison 
Personnel with Mr. Kaplan? 
A Mr. Kaplan gave me a call and hs told me -~- 
MR. PRANK: Objection, your fFionor. 
MR. HEGHMANN: Your Honor, he hasn't gotten 
into any discussions with ines: pean as yet. 
THE COURT: Sustained for the moment. 
Q Zz. Seggos, did you discuss your participation 
in the sale of Dennison Personnel with Mr. Coven? 
A No, my arrangement was that I was never to 
gall any stock in any etna that I was involved in. 
Q Did you know who would sell the Dennison 
Personnel stock? 
A Mr. Gayle was in charge of syndicating all 


issues coming out of Mr. Coven's office that I was 


involved. 
Q Mr. Seggos, do you know Mr. Robert Levin? 
SOUTHERN CISTRICT COURT REPORTERS 
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A Yes. 201a 
Q Can you tell the Court who Mr. Levin is? 
A fo my undesstanding he was an attorney, he is 


an attorney. 


Q Do you recall if Mr. Levin had any connection 
with the Dennison Personnel offering? 

A In the prospectus he was representing me. 

Q Did you have any discussions with Mr. Levin 


concerning Dennison Personnel? 


A io. 

Q Was he, in fact, acting as your attorney in me 
connection with this offering? ; 

A My attorney was Mr. Coven. 

@ | Mr. Seggos, is Stevens, Jacis.n, Seggos still 
operating? 

MR. FRANK: Objection. y 4on't think it is 

material whether it is still operating. 


MR. HEGHMANN: I am merely laying a found- " 
ation for an entry into an snes which I think is relevant | 
to this lawsuit, your Honor. 

THE COURT: All right, I will take it subject 
to connection. Ve 


A No, it is not. 
Q What happened to Stevens, Jackson, Seggos? 
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A It ceased operating. I don't own it any 
ats 202a 
G Bo you know who owns it? 
A The books are in Mr. Coven's office. 
Q Did you sell Stevens, Jackon, Seggos? 
A I had an agreement to sell and signed an agree- 


ment that Carlton-Cambridge -- Stevens was actually taking 
over Carlton-Cambridge and by that fact 100 per cent 
control reverts to Carlton-Cambridge as csiiiaiia 

Q Was there a signed agreement executed reflect- 
ing this transaction? 

A It is. 

MR. HEGHMANN: Your Honor, merely for the 
record, this document was received from Mr, Seggos after 
the stipulation and the numbering of the original exhibits 
was made. Therefore, I will ask that this be marked 
as Plaintiff's Exhibit No. 52 for identification. 

THE COURT: There is a 52 listed, is there not? 

What is this, a memorandum dated what? 

MR. HEGHMANN: This is an agreement, daied 
June 8, 1972, your Honoz. 

THE COURT: I have before me a iisting of 
exhibits which indicates there is a 52 marked for identi- 


fication, a memorandum, dated October 12, 1973. 
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203a 
far as accountancy is concerned, I was working in 
Switzerlanc; I studied extensively accountancy myself, 


Q You never had any formal studiss in accountancy? 


A tt depends on what you call formal studies. 
Q Por your securities business you say you went 
to the -— 


A Wou pass an exemination; after you study you 
pass an examination. 

Q Bow long is that study? 

A Sorry? 

Q Gow long was that atudy? How many days? 

A It was apnroximately three weeks. 

Q You have testified that it wag your suggestion 


to change the capitalization of Dennison Personnel to 10 


cents a share? 


A No. 

g You did not? 

A Capitalization is something else — price. 

Q It was your sugsestion, then, to Mr. Coven, as I 


recall your testimony, that with respect to Dennison Per- 
sonnel -- 


A ot with respect to Dennison Personnel. ‘To bring 


it to his attention that Lo cents, 5 cents gtocks was 


selling extremely well coming out of Utah. 
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A Because aA numerous underwritings in which RA 


[ 
i 
i Q Way did you make that suggesticn? n04a 


had _Sppeared and after signing a dozen letters of intent, 
Myr. Coven and his associates never succseded in selling 


~—_= 


| 

| 

} 

| 

| 

1 

| ae 
| one share of any underwriting, and I suggested because I 
was coming with very low capital then, 

Q isn't it a fact that during the period from 


approximately February to about some time in May you were 


if 

i out of the country, May of °72? 
RI A Yes ° 

i 

‘ - . sa8 

; Q =~ am quoting you now from a previous deposition 

t 


| /before the SEC, page 12 of 1/8/73: 


oe 


~ 


I had some problems, family problems myself, 


SS ae ans eae. 


SOI LS Ee 


i 1@ money situation, the money problem that I had, and left 
the country at this point, and since it was my attorney, 
Mr. Levin, I trusted him to go to take through the undez- 
writing alcong with Mr. Ziffer, Mr. Ziffer was in complete 


charge of the offering. 


=z 


Is that a true statement? 


—_s— 


A z do cormect that otntenent and that statement 


itartihiinisiaddasiaiideadhisaesibiasedemosiunts ~ tty 


i comes after a meeting I had between Hr. , coven, Levin, 


— => 


end another associate of Mr. Coven at his office. We had 
i Owais: ABE Reese SPR Eee 
i @ meeting prior te “coming dowm to the SEC, we _had about 


; am hour and a balf to two hours discussion about me coming 


| sh 
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down to the SBC and give a depositicn, which dite Coven, 
of course, didn't know about that I appear at the sxe, 

Q “2u were under oath at the SIC, weren’t you? 

3a At the SEC, yes, I was. 2058 

Q Was it explained to you by Mr. Haeghmaan that 
any testimony you gave here today could be used against 
you in a subsequent proceeding brought by either tte SEC 
or any other govermental agency? 


A My statement is saiiigteisite siz. As far as 


Mr. Levin is concerned, he was ny attorney. Mr. » Covin told 


me that he was not really my attorney, Nr. Bevin was ny 


—, 


Ne cee 


attorney. Later on after I had more tire to think and 


as you read there before, having family problems and money 
problems, it was not a wey out for me or anything, whatever 


you May think about. Mr. Coven told re that Mr. Levin 


was my attorney in this case. After thinking, Mr. Levin 


probably was my attorney, but my contact / and the soqpear 


sibility was with Mr. Coven, 


Q You also continued on at that deposition and 
said you came to the United States in between, that during 
this period you were in Burope and tren you iat back. 

Is that a correct statement? 


A Correct. 


Q "I Gidn’t have too much to say to Ziffer or to 
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segardiag the Dennison Personnel igsue, Gidn’t you? 


a Yas, I had made a decision, siacs -< “06a 

Q I asked you the question did you have discuss 
with Mr. Ziffer regarding Dennison? 

A I an trying to teli you. 

Q Yes or no? 
| A t had delegated to Mr. ziffer the Dannison 
Pexsonnel issue. | 

Q And is it not so that when you came back from 


overseas that you were surprised to find that Mr. Ziffer 
had trouble selling it? 
Yes or no, do you recall that? 

A I was not surprised. 

Q Did you tell him to call Mr. Peter Kaplan in 
order to, through Mr. Kaplan, sell some of the Dennison 
Personnel stock? 

A No. 

Q Now, I quote from your deposition: 

"I said," -- this is on page 15 of the 

deposition on January 8, 1973. 

"I said, then don't sell it until Gotham 

Securities give me 2 call. Mr. Peter Kaplan, 

whom I know, I know him from Stamford, never did 

any business with him, I know him through -—- he has 
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the same dentist, that's the only connection wea have, 


he asked me if he can buy this issue. tT told hin 
to sse Ziffer. + 2iffer sold him stock." 
s that a true statement? 297A 
A It’s a true statement. | 
Q In other words, you recommended to. Mr. Kaplan -- 4 
A No, ME Kaplan gave me a call he was inter- 


ested to buy Dennison Personnel stock and I said, n7iffer, 


ne's interested to buv stock so go ahead and sell him some 


stock.” 

Q So, to that extent you did participate in the 
issue? 

A Yes, if you want to describe it that way. 

Q Another question put to you by the Commission 


Guring that deposition was: 

"Sir, I believe the minimum was sold. 

Were there indications made that the nj nimum was 
sold?" 

This is at page 18. 

"What was Your understanding concerning the 
selling, was there to be a closing after the 
minimum was solid, which was to be the final closing, 
or were they going to attempt toSeil the rest of 


the stock? 


oy) y [= . 'eF ae | 
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Q So, on June 14th you appeared at tha Con- 


mission as president of Stevens, Jackson, Seqgos, 


correct? 2082 


A rrect. 


6 | 3 

Q Subsequent to that June 14th,"1972 dats, did 
7 ij ‘ 

i you ever quit being president of Stevens, Jackson, Seggos? 
8 i . 5 ; 


A This -- 


Q Yes or no? 
A I don't recall. _ 


MR. JAFFE: No more qr -stions, your Honor. 
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comaission, because he needed the money. 


Q Waen did y your first convers | ‘on with Mr. Ziffer 


‘Concerning the sale of Dennison by the Seggos firm take 


place? 


A Mr. Bifzex was an associate of mine? he was in 


the same ) office and he haa everything about the business 


of the firn, and he was in most of the decision ‘making. 


Reus Isn't it a fact, sir, that you as the president 


of the firm believed that your principal duty was to 


delegate authority? 

A It is. 

Q Is it also a fact that you delegated the complete 
authority insofar as the Dennison underwriting is concerned 
to Mr. Ziffer? 

A after discussion with Mr. Coven. 

Q But you did dalegate it? 

A I did delegate it because I had eccnfidence in 
Hr. Coven’s ability of coming through with it, 

Q Can you tell me, sir, how many shares of Dennison 
Personnel, Inc. common stock were confirmed out by the 
Stevens, Jackson & Segoss firm? 


A I know how many shares actually were sold. 


Q I didn’t ask you that, sir. I asked you how 
many shares were confirmed out by the Stevens, Jackson & 
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A %6é8. SO xar as the 11 Broadway office was 
‘ ee 
concerned. 21294 
Q AS that tha trading office? 
A Yes. 
Q Was the underwritiag of Dennisoa Personnel 


handled throvgh the 11 Broadway office? 


From both offices, 


a 
| Q Prom both offices? 
a Yes. 

Q 


therswere the Kotters kept of purchases and 


Sales with reference to the Dennison Personnel under- 
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writing? 


A You will have to ask Mr. Zifier. 


es 


Q You t don't aie anything about where the records 


were kept? 


A Nc. 


Q Dic you between April 26, 1972, and July 30, 


1972, ever furnish the sec any reports signed by you as 


| president of Stevens, Jackson & Seggos, Incorporated? 


A Yes. 


Q What reports did you furnish to the Commission, 
A The rururts prepared by the accountant of Mr. 
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PI 
. deliver to the Securities and Exchange Commission. 


Q A final trial balance? 211a 


A It was prepared by Mr. Golézan. 
Q What was the date of that? 
A 


Mr. Goldman spent quite a time at Stevens, 


Jackson & Sesggos. 


Q In your office? 


! A In my office, 
10 Q And he was going over tha books and records? 
" A Yes. 
" Q Did those books and records include the under- 
_ writing conniedan and the underwriting zcords in 
i" connection vith Dennison Personnel? 
" A Correct, Also, he was working at tha same time, 
? Be couldn’t balance the books and he had to take them 
. and he was working. ) 
18 | 


Q Mze Goldman took the books? 


= 


Yes. 
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When did hs Ske the books? 
eg 


{ 
You will have to _to ask Mr. Shien. ; 


8 
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I am asking you. Bo you know? 
No. 
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Were you therewhen he took them? 
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No. 


SOUTHERN DISTR'CT COURT REPORTERS 
UN'TED STATES COURT House 
FOL SY SQUARE, N.Y. MY. W007 «= TeLernone, COatuawT TEED 


‘ 


SS Se 


ease 


@08 Seggos-cross 280 


Rega. He indicated Mr. Kega signed the agreement on 
behalf of Carlton and all we are doing is this witness is -- 
THE COURT: Sustained. : RLS 
MR. JAFFE: Thank you. 
THE COURT: Move along to your next line. 

Q Mr. Seggos, you testified that you saw that the 
orders for the stock of Dennison Personnel were not coming 
in and that, therefore, you wanted a co-underwriter, is 
that correct? 

A No, I mentioned the fact that it was not selling. 
— hoping a lot on Dennison Personnel to be sold by 


Mr. Coven's associates. At this point they brought in 


Carlton-Cambridge. . 
Q They brought in Carlton-Cambridge? 
A They told me Carlton-Cambridge was coming. 
Q °° To your knowledge, sir, did you ever see a 


preliminary prospectus of Dennison Personnel, Inc. where 


Stevens, Jackson, Seggos, Inc. was the sole underwriter on 


the cover? 
A No. 
Q Sir, do you now -- 
A I don't recall. 
Q You don't recall? 
A No. 
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Q Ien't it a fact, sir, tht there never was such 
a preliminary prospectus? rida 
A There were many prospectuses coming to my office 
On which underwriting? 
Q Let's talk ebout Dennison Personnel. 
Was there ever a prelininary prospectus offerin 
6 million shares cf Denrison Personnel stock wherein the 
name Carlton-Cambridge & So. and Stevens, Jackson, Seggos, 
Inc. Gid not appear togethsr? 
A I haven't seen a prospectus with my name alone. 
Q So then, sir, at the time the first filing 
went into che Securities & Exchange Commission wherein 
Stevens, Jackson, Seygo, Inc. were shown as an wderwrite 
of the Denaison stoci:, =nat filing included Carlton- 
ridge as a co-undexriter, did it not? 
rN No. I have seen a prospectus, which is a 
different thing from preparing a prospectus, and the 
preparation ef the prospectus in the beginning it was 
supposed to be me alone. 


Q pid you eder see ~~ 


MR. JAFFE: Your Honor, again may i object. 
the witness fas answeres. There is an exhibit, Plain- 
tiff's Exhibit 1, which has all the filings at the Com 


mission which is in evidence. ’ 
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THs COURT: Overruled. 


Go ahead, H2 has answered the question, how- 
ever. n1i4a 
Q Do you hav- ; copy of that prospectus that 


showed Stevens, Jackson, Seqgns, fne. alone? 

A I don't have any papers, 

MR. HEGHMANN: I would like to object, y .- 
Honor. I believe his acianence was that there is a differ- 
ence between preparation and filing. I believe at the 
time -- 

THE COURT: Referring ts documents in Pprepara- 
tion, do you have a copy of any such documents? 

THE WITNESS: No, I don't, your Honor. 

Q Did you ever use any cf those preparatory 
documents as selling material for the purpose of obtaining 
orders for +h: stock of Dennison Personnel? 

A T .8 not responsible for Selling any stock. 

THE COURT: Does that mean the answer is no? 
THE WITNESS: No. 
Q So, if you were not responsible for selling any 
tock and the orders didn't come in, you had no respons- 
ibility for that situation, did you? 
A Not correct. : ’ 
Q Did you tell Mr. Coven that the orcers werent 
SOS SERN DISTRICT COURT REPOS TERS 
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| 
XI aid. 2152 


Well, sir, you were away -- 


Not orders, you've rephrased it ti indications. 


Well, sir, did you ever yet an indication of 


interest from Gotham Securities? 


A Over the telephone after it was effective. 
Q After it was effective? 
A After the party. 
Q Did Gotham tell you that they were sent by M~. 
Coven? 
Q You knew the president of Gotham, Peter Kaplan, 
didn't you? 
P33 Correct. 
Q Did you ever get an indicaticn from Albert & 


McGuire, a 


A 
Q 
Bz 


Q 


brokerage firm in Philadelphia? 
I understand -- 

Did you get one, sir? 

I haven't sean one. 

You never saw one. 


Isn't it a fact, sir, that the Seggos firm 


Indicati«.: of interest, you mean? 
Correct. 


confirmed 50,000 shares to Albert & McGuire in Philadelphia 


I 
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Pennsylvania? 2462 

A That’ Ss what I understand. 

Q And, sir, did they tell you thet Mr. Covan sent | 
them in? 

A Yes, sir. 

Q Albert & McGuire told you that? 

A No, some repressntative of theirs named Dorsey, 
which was approached by Mr. Gayle, which was syndicating 
Dennison Personnel, bat I didn't speak to then. | 

Q Somebody else told you what someons else said? 

2 Yes, ‘i Rifter. or | 

Q How about G & L Securities, do you know them? 

A Me. -- 

Q Do you know them, sir? 

A No. 

Q Did you ever do business with them? 

As probably aia. 

Q They bought 100,000 shares eof Dennison Personnel 


stock, didn't they? 


A I haven't looked. 

Q You kayen’t locked? 

A No. 

Q You knew you were testifying in this case, 
didn't you? 
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; The counsel for Mr. Rege was Mr. Robert B. Levin. 


257 ' Glusband-direct. 309 
me to conduct this mesting and I was asked to do so by 


Charles Pardee, who ia the branch chief in corporation 
thine who was handling the registration. 
Q Was a due diligence meeting held with sain 
to Dennison Personnel? 
rive 


A Yes, it was. 


Q De you remember the date of that due diligence 


A April 25, 1972. " 
Q Do you remember who.was present at that meeting? - 
. A Yes, for the issuer the president of the firn, 
a Mr. Bowes, anc his public relations officer, a Mr. George 
Kennedy. In addition were preseni. his counsel, Mr. Coven 
and Mr. Coven's associate, Mr. Ackermann. In addition, . | 
there was a representative from Stevens, aia ‘ -Saggos 
by the name of Jules giffer, 
Representing the other tenet. Carlton 
Cambridge, were Nr. Joseph Rega and Me. George Sartoriello. 


I believe that was the total number of people 
from the outside. ¥rom the staff, in addition to 
myself, Mr. Michael Goldberg was in attendance. 

Mr. Goldberg was the branch chief of the Division of small 


Issues. 
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Q Of the New York Regional office? 
a hie 2182 
Q Do you recall what occurred at that meetin 7 
What was said by the various parties? 


py Oh, yes. We reviewed the peoapdotue, quastion 
the parties as to indications of cataweet received for the 
effering. They indicated that none had been received. 
I reviewed the doctrine of Suitability with the under= 
writers: I reviewed various other doctrines concerning 
the offering of the stock. Ce questioned the underwriters 
when the closing would occur. They: indicated to me that 
a mini closing might occur, since it was a mini~-maxi 
offering. | 

In addition, I asked them whether they would 
whip stock certificates as soon as possible after the 
closing. They indicated they would. In addition, I 
questioned the underwriters as to when they would ship 
the prospectuses to the prospective customers. Upon 
agreement to the state's suggestion, they indicated they 
‘would send the prospectuses 48 hours pedor to the mailing 
of the canfirmations to a prospective customer. 
‘Whey agreed to use the same guide lines if 

there were any selling group members involved in this 
offering. “a 
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THE COURT: Om this cocasion 2 mi going to sustain 
the objection, 219 


Q Mr. Glusband, did there come a time when the 
Commission investigated the Dennison perscanel offer? 

A Yes, sir. 

Q Do you remember, did you participate ia that 
investigation? 

A Yes, I did. ; 

Q Do you remember approximately when your partici- 
pition in that investigation began? 

a As I indicated to you a few moments ago, I checked 
with the market makers as to their participation in the 
after market transactions. while that was not Guring the 
period of investigation that was perhaps the initiation 
of the preliminary investigation. I don't think an in depth 
investigation began until July of 1972, 

Q Once an investigation began did you request 
certain documents from Carlton-Cambridge, one of the under- 
writerg in the offering? 

A Yes, I did. 

Q bid you request among other things order tickets 
for the reriod of approximately early June up to June 20, 1972 

A Yes, I did, 

Q Did you receive those? 
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A I ai not sure if I received it on Orme 2 


but it vas stamped to our office on June 2, 
n 
Was 4t addressed to you? Rea 


Yas. 


Yes. 


Q 
A 
Q Did you ever receive it? 
A 
Q When? 

A 


I don"t know. 
Q “ou possibly x» eivad it on or about June 2? 


A On or about, 
a 


Q And yet you had material coming to you cottons 


i 


ing that the sales were going on and you saw trading take | 


! 
| 


place in Dennison Personnel stock? 

A Yes. 

Q And you were responsible, you conducte:d the 
due diligence with respect to the whole conduct of the 
Dennison Personnel issue, weren't you? | 

A Yes. 

Q You were told about Carlton-Cambridge rot to 
Worry about it? 

A Yes. : 

Q You were told about Seggos, they could boss- 
ibly be in trouble? 

A Iwas told that the prior firm had financial 
problens. 
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problen. Z don't think it's apprépriate at this tine 
and he should be precluded from this Line. 221 
THs COURT: J witl sustain the cbjection, 
Q Me. Glusband, did anybody at the mesting indicate 
to you that it would be difficult or impossible to Carty 
out any of the guide lines that you suggested? 
MR. JAPYA: I objext for the sana reasons given | 
before by myself and by co-coungel, Mr. Davis. 
THE COURT: I wil? alow that. 
a No, sir. 
Q Did anyone at the necting tell you that there 
was, in fact, a $100 minimm purchase requirement? 
A No, sir. 
¢ Mx. Glusband, yoa teet!#ied that it came to 
your attention some time in June that quotations had been 
enternd in the Pink Sheets for Dennisen on or about June 
2, 48 that correct? : I; 
A Yes, sir. 
Q And did this come to sous attent!on preaptly | t 
on June 2 or was it some time later? 
A I believe it was a few days latex. ie 
Q Was there any reason why you did not immedi- | 


otinhe conclude that such after market euttute was 


improper? 


2 
4] 
a 
y~) 


qe29 Glusband-redirect REA Aaeh 
A _ &. Im fact, the underwriters thenselves had 
not appeared in the Pink sheats until the 16th of tune 
and it's eutirely legal within the parview of the 
securities Lavs for a when issued market to taxe place 
- pelor to the completion of an offering,  thaze was no 
indicia of any violations from the mere appearance in the 


Pink Sheets of the Dennison Personnel, 

Q And you were unable to conclude at that 
particular point in time that violations had occurred fa 
conn..ction with this offering, is that correct?” 

PY Other than the price movement, no. 

MR. BEIRNE: No further questions, | 
THE COURT: Anything further of this witness? 
MR. JAFPE: Nothing further at this time, 
However, your Honor did limit my cross~examination as 
to certain things. 
ZI ask the SEC to have the man available. 
Your Honor also indica.ad about a subpoena but I believe 
he is readily available if the Court can put him on order, 
THE COURT: Mr. Beirne, I gather that he will 
be available? 
MR. BEIRNE: That is agreeable to us. In f£. 


we have just now received additional documents from 
Carlton~Cambridge and once we have analyzed those it 
SOUTHERN DISTRICT COURT REPORTERS 
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2 Did taere come a time when it was contemplated 
that Carlton-Cambi'idge would only sell half the issue? 

A Z think it would go back t> earlier discussions 
that myself and Mr, Gamerikian had concerning whether or 
not we would participate with Stevens, Jackson & Seggos 
in this issue, We were led to believe that approx- 
imately half the situations or half the deal would be 
marketed and if. we did choose to participate the remain- 
ing responsibility would be to bring ours or a number of 
other firms together to sell the remaining half. 

THE COURT: Does that mean that you are saying 
that as far as Carlton-Cambridge was concerned you were 
undertaking a commitment with respect to a full half, 


that is 3 million shares? 


THE WITNESS: As a general ride line, yes, your 


THE COURT: And that as to the remainder it 
was contemplated that Stevens, Jackson and possibly some 
vthers form a selling group, would direct their snaates 
towards th “— of the remaining 3 million, is that - 
correct statenent of: what you are saying? 

THE WITNESS: Yes. It’s qneiontiy generally 
the way it's done in the industry. You aave @ managing 
underwriter who will attempt to put together a number of 
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Other dealars to help market the issue. 

2 “ho was the managing underwriter in connection 
with Dennison Personnel? 

R Stevens, Jackson, Seggos. 

Q Did you saiien approximately how large stevens, 
Jackson, Seggos was? 

A WO, = did not. 

Q Mr. Raga, did you attend the due Ailigencs méat- 
ing held at the Securities & Exchange Commission? é 

A Yes, I did. 

Q ' At that time did you m it with any represent- 
atives of the issuer? 

A Yes, I did, 

Q Did you discuss the Carlton~Cambridge participa- 
veion in the offering with them? 

A~~- Well, we nad general discussions. Speci fic- | 
ally what we discussed, it would be difficult to relate 
to the Court at this time. | 

Q What representatives of the issuer aid you 
meet? 

A The president, Mr. Gerry Bowes, and the vice- 
president, Mr. George Kennedy. 


Q Did you meet with any representatives of Stevens, 


Jackson. S« jos? 
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: Reed e 
A ilo, it was not. 
Q Yow rany branch offices dis Cerlton~Canbridga 


have at chat time, Mr. Raga? 


nn ae ne ee 


A Fiva, I beliave. 

Q Do you recall approximately how many sazeamen? 

A Approximately 100. | 

Q Were they all full-time? 

A Yha majority of them were full tine. 

Q Mr. Rega, do you know what tha term allocations 


A I believe I do. 
Q In connection with new issues was it a practice 
of Cariton-Cambridge to make alocations? 
MR. DAVIS: At this time can we ask that Mr. 


Heghmann explain to us what the term allocations mean to 


THE COURT: No, but Mr. Heghmann may ask the 
witness what it mea.s to hin. 

MR. DERFNER: Based upon our discussion this 
morning that we would adjourn at 5 o'clock I did make a 


commitment for 5.30. 


THE COURT: You have a train? 


a MR. DERFNER: I have an appointment at 5.30. 
3 THE COURT: We are going to adjourn at five. 


ar 


~— 
As: 
3 ; 
7, 
sg Gh “33 
e 8 4s 
: $3 
a 
) . 
: m 
€ eG 
4 a: 
: 
at 
= 
me A OP LE RENEE SOECEE CLT PCEAS TTT | TET NE TTT TTD 


Raves 


qsli2 Rega~direct 501 


27 It's about one or tio minutes to five, 226a 
y ; 
3 | Go ahead, 
4 |i 2° In connection with new issues can you explain 


5 i to the Court what allocations were? 


| 
6 | A It would ke the nunber Of shares «~ 


i 
if 
if] 

? i MR. JAFFn: I object. New issues jn general -- 
i} 

3 | . we are here on Dennison Personnel. Is he boing Qual’ wie 
H 
i 


} @8 a witness on nay issues? 
} 
i) THE COURT: You understand that the question 


| 
, 
Ne ds ultimately diracteg to Dennison, do you not? 


i 
K 

12 | THE WITNESS: I am not sure that x do. 

a THE COURT: Consider that the casa, 
{| 

.7 | " ‘ 

4 I gather that the question that ig being put to 
i 

15 


|} you is what dia you understand allocations to be or to 

6 | , 

i mean at or about this period of March~April, thoreabouts, 
f 


"| 1972, is that the question? 


ot MR. HEGHMANN: Yes, your lonor. 
i ‘ 
19 MR. JAFFE: If they want to qualify him as an 
| expert in the securities market I am perfectly willing to -- 
| 


| THE COURT: I don't think the question is being 
22 I put to get his expert opinion, is that so? 
3 ! 


MR. HEGHMANN: No, your Honor, 


Oe hs 
so THE COURT: Let's see what the answer is, 
ie 
o's Go ahead, sir, 
i" 
I 
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2 Q Mr. Rega, going back to February, March and 
3 April of 1972 what did the term allocations moan to you in 


4 connection with CarLton~Cambridge? 


| Reva 
5 A In connection with Carlten-Casbridga? 
6 Q And new issues, 
7 a It is a term generally used in the industry and 


8 | “we use it as well to concern itself with the number of 
? shares which wowld ba given either en individual offics, 
of an individual registexed representative, as tha idea 
behind that was to assure a maximum distribution and aiso 
to help Market the issue among our entira organization. 
Q Were allocations made in connection with Dennison 
Personnel? 
A Yes, there were genexal allocations made on an 


office basis. 


Q Were there allocations made to each registered 
representative? 

A Yes, I would think there were. 

Q What form did these allocations take? 


A I don't know if I understand that. If I under- 
ula that. If I understand it, it would mean a number 
of shares allotted or given a specific individual or a 
eectbtie registered representative. 


Q $$ Would this allocation be a maximum number of 


8 VEGETA RMS eee pane Reo pe airen ae 
torts aed Wem sheen d Usitlstiod Bel ees'e b tosw 
" ”~ 
4 


~ : 
ie 1) Garyrntors ete Ney Thy’ 
P SBY otter NY ALY. HDD 


-f 
b—— 4 
t 
a7 
= 
ie 
tS 
i 
im 
sf 
oa 
Te 
et 
5 
s§ 
baat 
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> | Shares that a branch office or a registerad representative 
3 could sell? 2282 
i A «Mo, I would say that it was used as a general 
: 7 guide line. . Shovld an individual pr receive a certain 
gf allocation and he found it difficult te market there would 
a: be no stipulation that he had to market a cextain number 
oie of shares. 
9 By the game token, if he requested from his 
i manager additional shares, if those shares were available | 
NH and the account in which he was interested in marketing 
et thoge shares to met the suitability requirements, inall 
13 probability he would have received additional shares. 
74 Q _— before he went over his allocation he would 
15 nave to ask the branch maneger, is that correct? 
i] 
Fe A As @ general rule, yes. 
17 Q I believe you indicated that there were a 
Be specific number of shares that were allocated, is that 
2 | correct? | 
i 
“9 | A Either way. It could have been shares or 
i : 
at dollar amounts. It amounts to the same thing. 
i Q In connection with Denniscn Personnel how many 
a shares were allocated throughout the entire organization? 
a i A I can't specifically recall the number of 
| shares allocated, I can recall the approximate number 
‘ 
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of shares that were billed out to customers. 


R29e: 


Q When were these allocations mada? 
A After the effective date, after April 25, 
1972. 


MR. JAFFE: I object. 
THE COURT: I will sustain the objuction for 
e the moment and we will adjourn until tomorrow morning. 
9 | We will adjourn until 10 o'clock tomoriow and 
proceed until about 4.20. 
(Adjourned to Tuesday, January 8,:°1974, at , 


10.00 o'clock a.n.) 
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Q Were registered representatives at Carlton- 


Cambridge permitted to use their discretion to purchase 


new issues for their accounts? 


A I couldn't specifically recall whether or not 


a discretionary account had participated in Dennison 


Personnel. However, the number of discretionary 
accounts in the firm was very small, probably less than 


twenty. 


So°it would be a small amount in relation to 


the number of shares sold. 


Q You indicated that indications of interest 


were submitted, is that correct? 


A That is correct. 


Q What effect did the indication of interest 


It had the effect of showing a customer had 


“indicated some interest in the possible purchase of writ 
ould DY - 


Dennison Personnel and the final determina 


made by that customer upon receipt of the prospect 


cai” 
Q Was the submission of the inst pest of 0 


oa 
in any way as a binding commitmest 


customer? 
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Q Mr. Rega, we have discussed suitability as to 
customers who purchased Dennison Personnel, is that 


correct, the criteria? 


A Correct. role 

Q What did you do as president of the firm to 
supervise the registered representatives and to see that 
the criteria was met? 

A The final analysis assigned ail new account 
cards and approved all indications of interest that would 
come in from new accounts so that all of those documents 
would come across my desk each evening. 

If I had a question as to whether or not a 
particular situation was suitable Hr a customer I would 
question it at that time. 

i In connection with a new account what inform- 
ation would you have in front of you as to the suitability 
of Dennison for that customer? 

MR. DAVIS: That has been asked and answered, 
your Honor. 

THE COURT: Sustained. 

Q Mr. Rega, in reviewing the new account cards 
which contained purchase orders for Dennison Personnel in 
the original issue how did you make your judgment as to | 


whether or not this card or account appeared suitable for | 
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wo 0OTAFFs: I object. We are calling here now 
for opinions a. .oposed to factual information. 

"He COURT: I will take an offer of proof and I 
would like you to relate it to the complaint. 

MR. HEGHMANN: Your Honor, we have alleged that 


the stock was sold to customers for whom it was not suit- 


able. Mr, Rega was the president of the firm and was 


responsible for supervision of the sales force. 


SITUS TERR 
_ 


THE COURT: That particular allegations appears 


| 
| 
3 I see it. 


12 where in the complaint? 
4 (Question read.) 
5 | THE COURT: Overruled. 
” coi ail Based on the information that was contained in 
7 bot: that new account card and in the indication card. 
8 Q In connection with the Dennison Personnel issue 
9 were there any minimum standards set for the customers who 
20 would purchase the stocks such as minimum income level? 
21} A Not as I recall, no. 
e = Q Was there a minimum level as far as other stock: 
: as holdings? 
: 2A MR. JAFFE: Your Honor, I object to this line 
f 3 


because, again, I do not know of any rule requirement tha 
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minimum standards be set in this type of stock issue. 

TEE COURT: I will allow it. 2332 

a t think to set up specific guide lines is 

difficult in suitability. I think you use all of the 
information gathered from an individual customer and 
then you have to make a decision based on your past experi- 
ence. 

I don’t think you can specifically set up rules 
to save such-and-such an income level or such-and-such an 
emotional makeup. It's « combination of all those 


things. In the final analysis suitability is a judg- 


'. ment decision. 


Q Perhaps if I state it another way, Mr. Rega. 
You were reviewing these order tickets on a 
daily basis, is that correct? 
MR. JAPFE: Your Sonor, he is arguing with the 
witness. This is his witn:ss. He has given his 
answer-on the method on which he takes the facts and now 


we have counsel attempting to argue on this method of 


choice. 
THE COURT: Overruled. 
A Would you repeat the question? 
(Question read.) 4 
A That is correct. 
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TEE WITNESS: Not after May 29, no. 


n Q Way did you stop selling the new issue after 

1 May 29? 234a 
« f r : : . 
VU 4 A I think I indicated previously that we had 


indications of interest for in excess of 3-1/2 million 
sharcs. We began to get cancellations. 
Past business expericnce indicated that after 


the second or third week of marketing a new issue that the 


We eee eee. 2 wean © +e 


issue begins to become cold, galesmen look for other 


things to do. It becomes increasingly more difficult 


7 ecinmaans cummewwere 


to market the issuc. Also at that time in addition to 


wae 


us receiving many indications of interest that we had 


gotten to a point where we had peaked evidently by our 


a+r ee werteree om Tere eos 


own records as to how many shares, using our best efforts, 
we would be able to sell. 

The cancellations began to come in. We had 
also at that time had information that Stevens, Jacizson, 
Seggos and their selling group was having difficulty in 
marketing the issue also and in the final analysis would 


only market in the area of some 300,000 snares;whereas, I 


SS OS SST SET HOt on 
a ee 


believe, yesterday I had testified that our indicatioa 
was when we were asked to participate, it was based on the 


selling group they were putting together, we would be able 


ne to market approximately 3 million shares and they were 


A MV Pracoras. ! 
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Q Mr. Rega, did you attend the meeting held at 


the Republic National Bank on June 12th? 


at A ‘Yes, I aide 2308 

5 Q Did you go alone? al 

6 A  T don’t know. . 
7 Q Were you accompanied by anyone e.se at the closin 

8 A Ho, I went by aysclf. | , 
9 Q Can you describe to the court what occurred at " 


0 this meeting? 
A There was myself, a representative of Stevens, 


Jackson, Seggos, the principals of Dennison Personnel, 


a 


and various attorneys were there. We reviewed the various 
closing documents. I believe there was some question as 
to when the certificates would be delivered, and the bank 
ultimately took the position of holding all moneys and 
all documents in escrow until such time as the certi‘icates 
were delivered and had an opportunity to be checked and 
verified before they would disburse any of the moneys. 
I don't believe any moneys were disbursed at that particular 
gathering. 
: Q Do you weall how much money was in the escrow 
account on dune 12th or at the time of the meeting? 

A Approximately $263,000. 

Q Did you bring anything with you when yourent to 

SOUTHERN DISTRICT COURT REPORTERS | 


UNITED STATES COUXT HOUSE 
FOLEY SQUARE, N.Y., N.Y. 10007 TELSPHONE: CORTLANDT 74-4580 


, ; 


NAAM ! 


| Ah? HS @ Saat 
manh6 Rega-direct $71 
the closing? 
Axes. 236e 


Q To the meeting? 

A Yes, 

Q What dia you “bring? 

A A check, 

Q Do you recall the size of this check? 

a Approximately $31,000, « 
Q What asc this check represent? 

A It represented the final payment of customers 
who had purchased stock from Carlton-Cambridge, less our 
Commissions. 

Q Do you recall any discussion at that meeting 
as to why all of the money had not been placed in escrow? 

A .-Rot Specifically, no, 

Q Were you asked to make any representations 
concerning the difference between what was deposited and 
the $300,000? 

a Yes, I believe r was, 

Do you recall who made this request? 

T believe it was the bank. 

Who represented the bank at this meeting? 
I don’t remember the gentleman name, 


oO , © bb» oO 


Well, when whoever made this request made it 
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what did you do? 2378 

A I believe I signed a letter to the effect that 
we had already enencten our commissions. 

MR. HEGSMANN: I will ask the clerk to mark this 
as Plaintiff's Exhibit :18 for identification, a one page 
document which appears to be a letter to the Republic 
Wational Bank from Carlton-Cambridge. 

(Plaintiff's Exhibit 18 marked for identifica- 

tion.) 
Q I will now hand you what has been marked 
Plaintiff's Exhibit 18 for identification and ask you to 


examine it. 


Do you recognize this document? 


Yes, Z do. 
-Can you tell the court what it is? 


It is the letter that I just referred to. 


June 12, 1972. 


A 

Q 

A 

@ When was this letter written, Mr. Rega? 
a 

Q Where was it written? 

A 


At the Republic National Bank. 


Q Is it fair to state that this Ee 
that the representative of the bank ee 
— See KB Gah 
2 Ee ~ Peer 


cerning the issue? 3 Bie. 
A Would you repeat cna getion 


Rg RFR BSB 
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Q Is it fair to state that this was the assurance 
that the bank requested you to give? 

A I don't now that I understand the question. 

Q Why was this letter written? 

A To indicate that we had, in fact, taken alj our 
discounts end commissions or had deducted them from the last 
check that we brought to the gathering and that no further 
checks were to be written to us from the escrow account at 
the time funds were to be disbursed. | 

MR, HEGEMANN:I hove that Plaintiff's Exhibit 18 
be placed in evidence. 

THE COURT: Received. 

(Plaintiff's Exhibit18 received in evidence.) 

Q Mr. Rega, you have indicated that you broaght 
a check with you to the closing? Is that correct? 

A That is correct. 

Q That this check represented subscriber funds less 
Carlton-Cambridge's commission? Is that correct? 

A Correct. 

Q When had the subscriber funds been received 
by Carlton-Cambridge? 

A I have no way of knowing or recalling. 

Q Well, prior to June 12th, then, Mr. Rega, was 


there enough, money to close the issue? 
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- ~~ wehietOS ALL the principals involved, 


238z 
The Dennison Personnel @losing was the first 
Closing I ever 


attended, and X said very little, Zz sat 
and observed what occurred, to learn what occurs at a 
Closing. 


ZI know we had general discussions, 
who I spoke to and what I said at that gather 
rot recall. 


Specifically 
ing I could 


Q Mr. Rega, at the time of this meeting did you 


know if anyone was still selling the Dennison Personnel 


issue? 


A Specifically, no. You are asking for an under- 


Standing or Opinion. It was my understanding. ZI Gon't knaw > 


if anyon. else was selling it. 


Q At this meeting do you recall eny . scussions 


with a representative of Stevens Jackson ¢ Seggos? 
A Ho, I do not. 


Q Do you recall if Stevens Jackson Seggos was 


present and represented? 


A Yes. 


MR. DEXWFNER: I object to as having been asked 
and answered. 


THE COURT: Yes, The testimony was that Mr. 
was there. 


Ziffer 


Q Wr. Resa, did there Come when Carlton-Cambridge 
SOUTHERN DISTRICT COURT REPORTERS 
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4 entered into an 2greement to purchase or marge with | 
| §tevens Jackson Seggos? 239> 
| A tio agreement was ever consummated. 
; TEE COURT; Tat was not the question. | 
| Read the question. | 
| (Question read.) | 
| A An agreement was signed and placed in escrow 
: pending final decision as to whether or not we were going 
to closs, to conswumate that particular merger or not. 
Q Iwill show you Plsintiss;'g Exhibit 52 in | ' 
evidence, Turning te the last pags I will ask you, is : 
; that your signature? . 
: t } A Yes, it is, | 
Ef MR. JAYFS: “Since we're going to talk abovt 
: the document, counsel just put it in front of his faca 
: and walked away with it, | 
é MR. HEGUMANY: Let the record indicate that T 
: : a handing the document to the witness, 
3 
g THE CCURT: Do you recoc¢mize that, sir? 
} THE WITNESS: ves, sir. 
: THE CCURT: Is it marked? 
5 MR. EEGHMAHN: Yes. It’s 52 in evidence, 
‘ Q Hr. Rega, is that the agreement you have been i 
: fefLorring to 
é 
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A Yea, it is. 240 ra 


Q Mre Rega, could you tell the court the circun- 
stances surrounding the signing of that document? 

A Hr. Coven had known or become aware of the 
fast that Carlton-Cambridge from tims to time Looked 
for potential acquisitions, He was also aware of the 


fact that I possibly was Looking to leave Carlton- 


ove 


Cambridge, and Stevens Jackson Seggos might bo availabie 


for purchase. Wa met one evening, discussed it, signed 


this agreement in escrow primarily because Mr. Segsos 
is a pretty traveled Individual, and‘more often than not 


he was nowhere or out of the country or traveling, and 


we sicned 


xy 


his agreement in escrow ponding, really, a 
complete check into the firm of Stevens Jackson Segges 
before any final merger would have been centemplated. 
Subsequently it turned out that it was net esactly what 


I wanted, and no agreement was ever consummated, 


Q Who first approached whom with the idea of a 
Merger or a sale? : 
A 


it was not a secret around the street or around 
the industry and that the two situations I outlined before 
Sxisted, that we were looking for petential acquisitions, 


‘nd I alse was interested if possible leaving the fim. 


We went go far as to advertise or put ads in the perers 
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Q Mr. Rega, Plaintiff's Exhibit 52 in evidence 


at page 2, section 1.02a states the consideration to be 
paid to Seggos is in the sum of $10,000 by Joseph Rega, roan 
endorsed by a 180-day promissory note, the receipt of which 
is acknowledged. : a41a 


MR. DAVIS: Excuse me, your Honor. I believe 


ee ee 


ha read that word"evidenced” rather than “endorsed,” just 


for the sake of clarity. 
TGE COURT: It that correct? 
MR. HECHMANN: Yes. : 
MR. DAVIS: Thank you, sir. | 
Q Mr. Rega, you may examine the document. Do you | 
see the sectien I refer to? | 
A ‘Yes, Xi do. 
Q Mx. Rega, what were you buying for $10,000? 


MR. JAFTE: Cojecticn. This is his witness, your 


Honor. 
THe COURT: He is permitted to ask that. Go ahead. 
A I had not time to ascertain what I was buying. 


That igs why this agreement was signed. as I stated before, 


end placed in escrow pending a thorough invastigation of 
the firm by myself. I did not consider it as binding in 


ehy way, shape or form. 


, Q Does that document indicate in any part that 
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Cee = 


it is not binding? 


MR, DERFEER: CGojection. It calls for a legal 
conclusion <hrt this witness is not competent to testify 


to. 


e422 
THE COURT: He can tell us whether or not thore 


e 
nn ee te ee i et i a 


is any conditicn there which he believes, rightly or wrongly 


’ 


contains that provision. 


em re me ES ST 


MR. JAPPE: I object. The dscument speaks for 


ee 


itself, The witness should not be asked to interpret 
a dociment. 
THE CCUNT: I am going to allow the answer. 


MR. DAVIS: From the witness’ testimony, he 


weet ees tae ree we ee 


speaks of placing the decument in escrow, which may indicate 


\ 


os remot 


; there may be further documents of which this document is cne 


, This may be an incomplete document to give to the witness. 


wow ete Pome 


THE COURT: We are all free to find that out by 


LL O I OOE LOLI: EO | OO a 
EY EAP TD 

- a en ee SO re meee on er ne Bre ree er ~ 

TERE OF 


: asking questions. Go ahead, Mr. Heghmann. 

THE WITHESS: Repeat the question, please. 
(Question read) 

: a This specific document, no. 

‘ Q Were there other documents? 

: A Yes, I believe there was an escrow letter to 
: the effect that should I not find the firm satisfactory 


° should I find any pxticular problens, ragulatorywise 
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ox otherwisa, that this would not be binding. 
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Q 


& letter, 
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Was there a proOnissory note endorsed? 


Yes, 243a 
Who prepaxed this agreement, Mr. Rega? 


Mr. Ceven. 


Were you represanted by counsel in these nogot = 


Ho, I was not. 

Bo you know who itt. Coven was representing? 
Ho, I do not. 

Do you recall where the document was signed? 
In Mr. Coven’s office, 

At that time do you recall who was present? 
Yes, I believe I do. 

Can you tell us who was present? 


Myselt, ur. Seggos and Mr. Coven. 


we eee mene or ee we ery ere er tated = ee + er ee ere nr ee 
. ee ee mee ee ees 
as — ee ee ee si . _ 


You have indicated that there was another document: 


was it, inescrow? Could you describe the third | 


Coc.uent? We have this agreement, Plaintif£'s Exhibit 52, 


‘ad a promissory note. How, was there another document? 


A 


> 


ee) 


Yes, I believe there was an escrow letter. 
Do you have a copy of that letter? 


Wot with ma, no. 


Do you know where one can be found? 
Yes, I beieve so. 
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! 
€ ] 
Q Can vou tell the Court where? 
! 
A My rocords. 
| 2443 
‘ } Q 
: A If counsel advises me of that, yes. 
a1 THE COURT: Wio signed that letter? 
} 
ay THE WITNESS: I don't recall, your Honor. 


Will you produce it? | 
' THE COURT: Do you recall whether you did? | 
D THE WITNESS: Yes, I believe I did. | 
THE COURT: Do you recall whether Mr. Seggos | 

ie | 
THE WITNESS: I believe he did but I cannot | 

say for sure without looking at the document. | 

Q Who prepared that letter, Mr. Rega? | 

A Mr. Coven. | 

Q Were these documents held in escrow? 


A Yes, they were. 


Q And who was the escrow with? 


: Q Did Mr. Coven hold all of the documents? 
; As Yes, he did. 
Q Was the agreement ever conswmated? 
A No, sir. 
Q Was it terminated? 
A I don't understand that. 
SGUTRERN CISTRICT CART REPCRTERS 
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Q At soma point in time did you make a decision 


sot to acquire Stevens, Jackson, Seggos? 


2452 
h Yes, we did. 
Q Do you recall when that was? 
A Almost immediately upon signing the docun «at. 
: Q Can vou tell us why you decided not to acquire 
eavens, Jackson, Seggos? 
A One reason was the fact that they were having 


haa problems regulatory-wise which, of covrse, I @ida't 
vant to get involved with. 
Also, I testified previously that not oniy 

vig CasLton-Cambridge looking for acquisitions but I was 
atso considering the possibility of leaving the firm 
sitogether end after weighing all of the facts ultimetely 
“tsthapnened is that I chose to go the routs which I did 
2n2 laave isiciediae ambridge altogether and set up my own 
“~aretion,. 

Q Did you discuss the reson you decided not to 
+-A4ummate the agreement with Mr. Coven? 

A As I recall not in any great detail other than 
‘a fact I did not want to 90 through with it and I had 


“sen to go the other route in my own mind, that reute 


/*'ng to leave Carlton altogether and have my own firm. 


THE COURT: Did you get your note back? 
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4a 
TH WITNESS: Yes, I did. 246a 
Q Mr. Raga, at the time of this agreament did you 


learn what the financial condition of Stevens, Jackson, 
Seggos was? | 

A I never had the opportunity to tale the time 
to investigate the company. I made my decision that I was 
no longer interested and did not pursue it any further. 

Q Did you determine whether or not Stevens, 
Jackson, Seggos was in operation at the time of this agrae- 
ment? 

A I did not make any determination. 

Q At that time wes it your intention to leave 
Carlton-Cambridge? 

MR. DERZNER: Can we fix the time? 

Q At the time of this agreement. 

At the time of the signing of this agreement 
was it your intention to leave Carlton-Canbridge? 

A I was considering that possibility, yes. 

Q Concerning this agreement was there any repre- 
sentative of the issuer involved at eny time in these 
transactions or in this transaction? 

A No, sir. 

Q Do you recall if you at any time informed a 


representative of the issuer that you were acquiring or 
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,| considering acquiring Stevens, Jackson, Seggos? 
4 
A Be, 2 aid not. 2473 


mR. JAFFE: Your Honor, can we fix the Gate 


5 of this negative -- 

6 4 GEE COURT: He said at any time. 

7} wm. dare?: Ali right. I wasn't sure if he 
8 | guid every time “oy time he asked the question. 

9 | Q ig. Bega, did there come a time when an after 
16 | market opened for Dennison Personnel stock? 

Nn | A Yes. 

12 Q Do you recall approximately when the after 

13 | market opened? 

14 A My best recollection would be on oF about June 
5 2nd or 3rd. 

6 i Q po_you understand what I mean when I say efter 
7 | market? -"- -I will reparase it. 

8 What do you mean by an after market? 

9 A I noticed in the Pink Sheets or the quotation 
20 gheets that there were wholesale traders who had placed 
21 their name in the Pink Sheets indicating that they were 
2 willing to trade the issue. 

3 Q Do you recall who those traders were? 

ye | MR. JAFFE: We have an exbibit which has been 
y=) filed by the Government in this matter indicating excerpts 
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Would you chow. ‘ma, Sir, how you arrived 


at that conclusion fren 36B? 


Tae WITNESS s Trading ledgers aro rested an 
& settlemant Cute Ghte's as five business Gays after 
the actual trad, data, 

THB COURT: That means then that i¢ wo 
at June ldth wo would ke able to Sst the answer, ia 


looked 
that corre et? | 
j 


MR. EScEAmy. HO, your Boner. Its five buginosa : 


days plus two Gays for the weekend, You would ada 
seven days. 
THE COURT: r¢ You look at June 12 then? 


PR. HECHMANY :- Yas. 
Is that correct, Mr. Rega? 


A That is correct. It's a combinaticn of Une 
S0licitedg and 8Olicited trades, 


Q Mr. Rega, do You review the order tickets or 


A ZI review all of the Order ticketg of the firn 
&t the eng of every day. 


® This would include the order tickets for p- 
Perscnnel? 


A 


’ 


That is correct, 


| 
| 
| 
| 
‘ 
| 
' Feview the order tickets for Dennison Personnel? 
| 
i 
| 
Q During this Pericd, | 


the early gune period of 1972? 
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A That is. correct. 

Q Mr. Rega, what information concerning the 
success of tha sale of the original issue was given 
to the registored rcpresentatives? 

A X don’t recall what specifically was given 
the registered representativos. 

Q Were they told wkether or not the maximum had 
bsen sold? 

A I don‘t recall. 

Q Did you tell then whather or 29t the maximum 
bad been solid? 

A I @on‘t recall. 

Q Mr. Rega, were the registered rupresentatives 
informed as to what the firm trading position waa in 
connection with Dennison Personnel? 

A Noo 

Q As a matter of course, would thea registorad 
representative be informed whet the fim inventory 

position was? 

A No, six. 

Q Was the registered representative informed 
whether or not ¢his was a principal or an agency trans- 
action? 

A Yes, he would bea. 
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 ] Rega-direct 200a 693 
the Magistrate and do what you wish, but let's go sheed 
with this matter. 

MR. HEGHMAMN: Your Bonor, I have so further 
questions to put to Mr. Rega at this tine — I apologise, 
your Honox, there is one question. 

Q Mr. Rega, did there come a time 4a duly of 1972 
when you ané Mr. Gamerikian visited the offices of Dennison 
Personnel? | 

A sans As to a specific time, it was preven 
late July or early August, my best recollection. 

Q Do you recall why you and Mr. Gamerikian went 
to the offices of Dennison Personnel? 

A W: went eiteee to: discuss with the principals of 
the company how they were doing, what plans they had, 
whether they were going to follow theuse of proceeds ai 


outlined in the prospectus, things of. that nature. 


Q Do you recall who arranged the meeting? 
A No, I don't. 
Q Do you recall if during that meeting there was 


any discussion of the sale of the original issue? 

A I don't recall. 

Q Do you recall that if during that discussion 
either you or Mr. Gamerikian indicated to Mr. Bowes that 


you were looking for another underwriter to do the Dennison 
SOUTHERN DISTRICT COURT REPORTERS 
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issua? 

A —s Wo, E don"® recAll thet at all. 

Q Was there any discussion that you secml$ Guting 
that meeting as to why the maxinun had not bess Gold? 

A Z don't specifically recall that, mo. 
i MR. HSGHMAMM: Your Honor, I have no Sucther 
qlistions. 

PHS COURT: We will take a recegé. 

Before that, I just want to say oa this business 
of any outstanding discovery, I urge you to get on with it 
and to do it in a timaly fashion so that this proceeding 
is not delayed, having in mind that the application here 
is an application for final injunctive relief. 


(Recess. ) 
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purposes, Mr. Beirne. You may come on and demonstrate 
other points that may represent gaps in it. 

Q Mr. Rega, as a result of your knowledge and 
experience in the securities industry and as & result of 
your knowledge of the general requirement in the industry 
that a broker seek the best price and execution for @ 
customer, where is the first place a broker generally 
goes in an over-the-counter trade to find the bst price 
and execution? 

A He will contact those market makers who are 
making a market in that issue. 

Q And this is where a broker will find the best 
possible price and execution? 

a That is the only place. 

Q And the market maker is always selling on a 
principal pasis? 

Rh That is correct. 

BY THE COURT: 

Q Could you have contacted Stevens, Jackson? 
What would happen? 

A Yes, I suppose we could ha Vs. 

Q It 4s your understanding, I gather, that they 
were committed to possibly as much as 3 million shares. 


Might not that then have been a logical place to turn in 
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order tu aoqiire the shares and might you not have 
anticipated, indeed, that you could have acquired them at 
10 cents a share? | Ox am I incorrect? 

A As of May 29, your Honor, my belief is that all 
gelling efforts had ceased, so the only shares they would 
have available for sale might have been those particular 
Sales that they sold on the initial offering, the. same as 
ours. 

Q When you say all selling efforts had ceased, 
you had ceased your selling efforts, you didn't know what 
Seggos had done? 

A We also believe they had ceased their selling 
efforts, 

Q Would it not have been the thing to make a 
call to find out, since you needed some shares? 

Mi: « I suppose we could have, your Honor, yes. 

Q pid someone have to join with you in closing 
the offering? Dennison had not got into the act? 

They had not said, “We agree to close the offering? 
Wasn't it unilateral on your part? ¥ P 

A That all parties had agreed? 

Q Wasn't it unilateral on your part that Carlton- 
Cambridge was going to Stop and did stop as of May 29 


offering the shares? 
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A Yes, sir. rota 

Q Dennison had nothing to do with that? 

A No, it x * gething to do with making that 
decision at that t: oy. 

MR. DAVISs Conia I ask one or to questions 
of the witness which may Clarify this question ‘ae 
sian | + E SH Yoric 

THE COURT: Yes, 

BY MR. DAVIS: 

Q Mr. Rega, let's assume on June 2nd that mr. 
Cohen had catlea you for a hundred thousand~share order, 
and let’ assume, as well, that he knew at that time, 
without saying, of course that you did, but let's assume 
you knew at that time that Stevens, Jackson had an unsold 
allotment of the original issue available for ome, 
possibly 200,000 shares, possibly 300, 000 ciate: and 
let's assume that again you wished to get the best price 
and execution for.a ;ustomer, -do you. believe, Size, that it 
would be within the regulations as you understand them as 
& registered principal for you to call Stwens, Jackson, 
Seggos to get original issue stock after you had stopped 
your selling effort and began trading in the market? 

MR. BEIRNE: Case again, your Honor, if this is 
for naparonionss value, : have no soaeettons Otherwise, 
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Q Could st have been possible that al) of the 
S2lesmen had fulfilica their guidelines? 
| mR. UAPPE: 2 object, your manor, that 4s @ leading 
' question, Pauige 
UR. DAVIS: Cojection to tho Conjecture, your 
| Bonor, 
TSE COURT on the leading, overruled, 
Qa the conjecture, the form ia bad. modify your 
form somewhat without restating the whole question, 
Q pe You Know 4£ the salesmen had stopped selling 
new issues because of the guidelinss? 
“SER CORT: Because of what? 
MR. HEGHMANN: The guideline that had been set 
Gown at the outset of the issue, ae 
TRE WITNESS: x don’t think Z understand tha 
question, 


x. 
. 


Bs 


SSO La Te 


Som 
is that the question? 

MR. BEGUMANN: Yes, your Honor. e60a 

THE WITHISS: I don't believe that would be 
one of the reasons, no. The fact ig that I know of no 
registered representative that came to us indicating that 
he could sell more sharas and was denied that fact or 
denied that right to sel2 more shares, 

THE COURT: Had they met their allocations? 

THE WITNESS: We would have to judge on an individual 
basis. 

I am sure some did but there are many who did not. 

THE COURT: Were there Several who did not and 
Were there allocations then given to someone else who 
E€isposed of that amount? | 

THE WITNESS: If that individual had requested 
from us that he had more indications, yes, 

~’ “THE COURT: If an individual indicated he had 
more. indications then he had allocated to him to sell he 
was required to come to get approval to go beyond this 
allocation, correct? 

THE WITNESS; He was to come and request it, yes, 
and there would have been no problem in letting him have 
the allocation, 

TEE COURT: {ts it correct to assume that did happen, 
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there were those who a in and did ask to go beyond 
their allocations? | 
‘dae WITSESS: Yes, there were, 
THE COURT: There were those who never did meet 


261a 


their allocations, correct? 

THE WITSESS: Correct, 

THE COURT: Were all of those amounta which 
represented registered tepresentatives not meeting their 
allocation, was all that balance used up by scemebody else 
witb your permission or otherwise? 

THE WITNESS: It may have been, I couldn't tell 
you for certain, 


THE COURT: Your allocations when totaled up 


totaled what amount of shares? 

THE WITNESS: ap excess of three and a half million, 
The allocations or indications? 

THE COURT: Allocations. 

THE WITNESS: I would Say the general guidelines 
for the allocations were in ithe area of three million, 


‘ 
§ 
! 
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jas 
I end my firm is representing four of the registered 
representative witnesses and some of the witnesses, from 
my understanding from the plaintiff, that are now being 
called really have no bearing or, at most, a highly 
indirect bearing on the cause of the representatives and 
4f this is so then I would respectfully ask the Court that 
I be excused from this portion of the trial so that I can 
then come back again similar to Mr. Brown. 
THE COURT: If you wish to leave, you may. 
MR. BERGER: Thank you, sir. 
GEORGE s. DALLAL, called as a witness 
by the plaintiff, being first duly sworn, testified 
as follows: 


DIRECT EXAMINATION 


BY MR. HEGHMANN: 


Q Are you employed? 
A Yes. 
For whom do you work? 
Republic National Bank of New York. 
Where is that located? 
452 Pifth Avenue, New York City. 


What is your position with the Republic National 
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A I am an assistant cashier at the bank. 


Q For how long have you been employed by the 


Republic National Bank? 
A Since 1967. 
Q For how long have you been an assistant cashier? 
A Since 1969. 
Q Is it fair to state then, sir, that in April of 


1872 you were an assistant cashier with Republic National 


Bank? 

A Yes. 

2) At the same address? 

A Yes. 

Q At the same address? 

A Yes. 

Q-- Looking back to April of 1972 can you briefly 
describe to me what your duties were? 

A My duties were -- 

THE COURT: Can you lead him on? 

Q Did your duties include the supervision of escrow 
accounts? 

A Not specifically. 

Q In connection with your duties did you have any 
connection with an escrow account for Dennison Personnel? 


A Yes. 


SLL OTS | eT ir StS chee open een. 
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MR. HEGHMANN: Your Honor, if it please the 
Court, many of the facts to be elicited from this witness 
are included in the pretrial order. If I may lead the 
witness through many of the statements, I believe it will 
save time. 

THE COURT: Starting on what page? 

MR. HEGHMANN: Starting on page 6, your Honor, 
undisputed fact No. 24. 

THE court: Four? 

MR. HEGHMANN: 24, your Honoxu 

THE COURT: All right. 

Q Mr. Dallal, is it true that defendant Republic 
had no dealings with any other defendants in this action 
prior to April of 1972? 

A It is true. 

Q ~° “Mr. Dallal, at that time did defendant Coven, 
who was acting as counsel for Dennison, approach defendant 
Republic and enk whether they were interested in acting as 
escrow agent in connection with the offering of the common 
stock of Dennison? 

MR. DERFNFR: I have an objection at this point, 
not to the fact that they were approached, but the fact 
that it is being elicited through this witness because 
that would imply that this witness is the contact of 

SOUTHERN DISTRICT COURT REPORTERS 
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—s 


Mr. Coven and it is my understanding it is not and this 


wo 


witness has no personal knowledge of that. 265a 


iF] 


THE COURT: I don't know about that part of it 


. 


but in or about April of 1972, Mc. Dallal, did Mr. Coven 


then acting as counsel for Dennison Personnel approach 


oa 


i 
| 
{ 


Republic National Bank and undertake to determine whether 


™N 


or not the bank would be interested in acting as an escrow 


o 


agent in connection with the offering of common stock of 


“ 


a re ee se SSS SS ee 


Dennison, did that or did that not happen? 


3 


THE WITNESS: It did happen. 

MR. DGRFNER: I want to clear up that he was 
not the contact point, that isall. 

THE COURT: You can bring that out on cross. 

MR. DERFNER: Ordinarily if this was not a 


stipulated fact it would be an objectionable question to 


evidence. 

THE COURT: You are saying the objection would és 
be based on what? ¥ 

MR. DERFNER: He has no pe4sonal knowledge of } 
this, it would be hearsay. 

THE COURT: I understood he does have personal a | 
knowledge. 


Q Do you have personal knowledge that Mr. Coven 
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the qitness. I don't object to this fact going into 
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ssproached the bauk and opened the escrow account? 2662 


A Yes, from the point of view that Mr. Hirsch, 


ee 


who is a senior vice-president and director of the bank, 
yas called but since he was out sick the call was turned 
j over to me. 
THE COURT: So you have personal knowledge? 
THE WITNESS: Yes. 
MR. DERFNER: I apologize. That was not my 


understanding. 


1) 


THE COURT: Fin 
Go 2head. 
Q Mr. Dallal, was an account opened at the Republic 


National Bank for the Dennison Personnel issue? 


A Yes, an account was opened. 
Q Was a new account card signed? 
A Yes. 
(Plaintiff's Exhibit 13 was marked for P 


identification.) 
“x | Q Mr. Dallal, I will now hand you what has been 
marked Plaintiff's Exhibit 13 and ask you to examine it. 
mig COURT: What is it, sir? 
WE WITNESS: It is our new account “sport. 
“, Q Whet effect, if any, did that document have, 


Mr. Dallal? | ‘ 


ees Dallal-direct 873 
Roda 

A Tt assigns an account number to the new account. 
It indicates the account name, the person who introduced 
the account who gets credit for the account at the bank, 
the initial deposit that is received, and any remarks or 
advices chat are supposed to be followed by the bank 
employees and officers. 

Q Mr. Dallal, is it fair to say. that this document 
signaled the opening of the account to receive the funds 


for the Dennison Personnel offering? 


MR. HEGHMANN: At this time I offer Plaintiff's 
Exhibit 13 into evidence. 

MR. JAPFE: No objection. 

MR. DAVIS: No objection. 

MR. DERFNER: No objection. 

MR. BOYLE: No objection. 

THE COURT: Received. 

(Plaintiff's Exhibit 13 was recsivec. in 


evidence.) 


Q Mr. Dallal, what type of accoun: was this? 

A This was a checking account. 

Q Did it have any other designati:a? 

A It was designated as Carlton-Canbridge & Company, 


Inc. and Stevens-Jackson, Seggos, Inc. as trustees for 


pallai-direct 


nares of Dennison 


There are 4 number of initials 


Which are this witness‘ and which are other 


Tt would aid in my cross-examination regarding 


THE COURT: Initials on the document? 
MR. JAFFE: Yes. I want to understand which 
are of this witness and which are of other persons. 
THe COURT: I am not sure I understand. 
jn effect, you are raising 2 question on 
is that 30? 
MR. JAFFE: YeSr your Honor. y shorld have 
earlier. 
THE COURT: All right. We will interrupt long 


for you to make the ingquiry- 


269a 


ia you make these markings on the new account 
Dallal? 
I didn't prepare 


Pindividual 


Phat is semebcdy om the bank platform, which 
king fleor, probably a girl who takes dowm 
isaves the checkhcoks, assigns 2 number, 
the clerical work involved. 
there are two initials underneath the 


wna 


Z11 withdrewels must be approved by the 


you know whose initials those are? 


is Mz. Morris dirsch, who is the senior vice 


Then there is another initial after that. 
A I do rot recegnize this one. It may have bsen 
Georce Lindgrin, but I do rotrecognize it. 
Q This dig ceme into your posgession? 
A Ho, it Was part of the bank’s records. 


MR. JAFFE: Wo further questions. *) objection. 


I just wanted to kno, who was responsible. 


een ep ee statements ian Hime 


Q Mr. Daljuwl, that report indicates what the 


mature of the account is? 


A Will you be more specific? How do you mean 
that? 
Q Well, was it an escrow account? 
A It is so ingicated, escrow. 
Q Bo you know if itwas en escrow account? 
A It specifically says escrow, and in the remarks 


it says “List of subscribers, escrow agreement and 
related documentation filed in legal docurents vault; 
all withdrawals must be approved by the legal department." 
@ Independent cf chat document, do you know if 
@n escrow agreement was signed? 
he Yes. 


Q Snowing you Plaintiff's Exhibit 14 in evidence, 


is this the escrow agreement that was signed for the 


accsuntc? 
A Yes. j 


Q iv. Dallal, do you recall whe signed the escrow 


agreement for the bank? 


| 
= & it was signed by Ernest Ginsburg. ‘ | 
4 ! 


Q Who is Mr. Ginsburg? aie. nt 


A Be is vice president and counsel for the bank. 
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see the statement of the account to be absolutely sure. 
This is not issued until the cash goes into the account. 
Q At this time I will hand to the witness what has 

been marked Plaintiff's Exhibit 16 in evidence which is 
the monthly statement for the escrow account. 

THE COURT: Is that 16 in evidence? 

MR. HEGHMANN: Yes, your Honor. 


THE SOURT:- All right. 


Q Does that refresh your recollection? 
& Ree 

Q As to when you first deposited it? 
A Yes, the 19th. 


MR. HEGHMANN: I ask the clerk to mark as Plain- 
tiff's Exhibit 59 for identification a letter addressed to 
Republic National Bank from Carlton-Cambridge. 

It's a one-page letter to which is attached a 
series of confirmations bearing the name of Carlton-Cambridge 
& Company, Inc. 

(Plaintiff's Exhibit 59 was marked for 


identification.) 
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a Mr. Dalial, I will pass te you wnat hes bean 


marked Plhaintizi’s Mxhibit $9 for identification and ask 


you to examine it. aime 


g 


COURT: Do you recognize it, six? 


FN Tais was not given to myself. I have seen it in 


ait, Q Ro you know what it is? 


| a Yos. 
Q What isit, sir? 
A This is a letter addressed to Mr. Geerge Lindgrin, 


Whe was he manager of our main floor operation where normal 


fe 
{2 
ee 
v 
o 


~day banking is conducted, which indicates that this 


4s 
ise) 
9 
i?) 


heck for $27,320, representing the purchase of 273,200 


Sunzres Of Dennison Personnel, Inc., and photcstatic copies 


Q Mx. Dallal, do you know who made the copics of 


the confirmations? 


if 
ox the confirmations. 
A No. 


G Did you receive original canfirmations? 
| B I aid not. Whatever was available would have 


net personally receive any confirmations. 
MR. BOYLE: I believe what Mr. deghnann is tryins i 
to put in evidence at this point is a series of confirmations el 
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. Been with the bank file, which kas been submitted. I did 
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‘etsives ou tas 8th of May, a second series of 
confirmations received on the 22nd of May, and, finaliy, 

& third batch of confirmations which were just in the files 
of the Republic tational Bank. Ail of these confirmations 
have. bsen inciudsd in the premtrial order under cesignation 
E-13, documents to he introduced by the defendant Republic 
Betional Bank, Trey heave been incorporated as affidavits 
and cubmitted to al3 counsel in connection with prior matters. 
I think everybody is aware of them, and while Mr. Dallal 
is not tke pesson who received then or made che copies, 
xevertheless, over 2ody has agreed by indication of the 


© one has objected to these decuments, that these 


fy 
1) 
2 
fi 
cr 
sr 
fs 
C 
wu 


aze documents which are in the file of Republic National 


49 


Bam, and I would noe opject to having them put in now 
without further questioning of Mr. Dallal= 

Another point cf Clarification concerning these 
confimmations: there are three groups. ‘The first group 
of confirmations zeclates to a paragraph in the pre-trial 
onder — IT am icoking for the precise paragraph now, your 
Ecnor <= 52, your Honor, and 55 of the pre-trial order, 

Paragraph 52 deals with the decunents now being 


presented by xr. Eeghmann, to wit, the confirmations received | 
by the bank on May 19th, along with the initial deposit 


of $27, 320. 


au Led av @ ~ Pes me ‘ { 


Mi23 Dallal-direct SoG 
Tze second Gocumant that Mr. Heghmann, I _204a 
believe, will present to the court, are the confirmations 


ating to paragraph 53, which has to do with the deposit 
pede in ths account on Hay 22, 1975, in the amount of 
$21,650. 
The balance of the confirmations that he will 
troduce, your Honor, basically refer to paragraph 41 


of the pre-trial order 


Now, uafortunately, we do not seem to have ail 


ee 


; the confirmations in the account at this tims, at least, 
we were unable to find them, your Honor, but it is stipulated’ 


in paragraph 4) ae to every confirmation that we did have 


ore ae 


in our vossession as of a particular trade date oi particular © 
Biesing date, and each ef these confirmations has a page 


stamp on it-indicating that the shares represented by those 


Ps hag 


various confirm=ticn tickets had been paid for on any of 


@ mumber of verious dates, but in any event, always prior , 


to May 30, 1972, and these dscumsnte respectfuliy are 


8 ee Rebitadhy an > | 


submitted in accordance with paragraph 52,53 and 41 of the ; 

pre-trial order. : 
HR. DERFEER: No objection. 

r oaag MR. DAVIS: No objection. 

THE CCURT: Received. er 


MR. HEGHMANN: This was deemed marked Court’s 


> ia 


Exiibdt L in evidence, This is a clean copy. 


To2 CGORT: Bark it. 


(Court's Exhibit 1 received in evidence.) 

5 3 SES COURT: Counsel has submitted the entire 
pre~tzial order. I em going to Sscparate the portion whaich 
bas been made = court’s exhibit and cross out those portions 
or the first page waich are not applicable, and those 
Portions of the last page which are not appiicabls. That 
Sans Wo now have the be’ cz portion of page 2 and the pages 
following to page 17, and we are receiving the upper porticn 
of page 17 through paragraph 85. That is Court’s Exhibit 1 


in evidence. 
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+) Mc, Dallai, the prospectus indicates that all 
funds were to be deposited into the escrow account. 

MR, DERFNER: Objection, your Honor. He is testifying : 
for the witness at this point. The prospectus is Exhibit P-l : 
and it speaks for itsel:,. 

THE COURT: Why don*t we let him state his question 

rs and sce where we go. : 
Q Hr. Dallal, the funds received on May 18th and 
refiected in Government's Exhibit 59 for identification, 

» Weze they gross funds? In other words, were they the total 


* ganas for the number of sharss sold? 
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. AR. DEPFUER: Gbjection, your Honor, Tkere is 
no busis that has boon laid hexe for the witness testifying 
ts this. We must establish fFizst whether he has such 

+: knowledge, : 
{ ‘ 


BR. BOYLE: Paragraph 52 of the pre-trial order 
eisroses ef this and shows that those were gress proc 
for the sale of those shares. 


if THE COURT: That would “ppsar to be the implication 


of 52. 
r HR. HEGEHENG: I will withdraw the question, your 
: Honor. 
; Q Mr. Dallal; did there come a time wken the bank 


received less than the $7085 proceeds from the sale cZ 


Dennison Personnel? 


‘ GX. DERFNER: Cbjection, your Honor. This cails 


for & conclusion. We Gon‘t know that this witness is caupetent: 


to testify to this, 


et an ie 


: TEE COURT: It deos seen S06 
: Q ir. Dailal, did there come a time when you were 


ore e ewer 


informed that all of the proceeds derived from the sale of 


i 
Dennisen Personnel would Rot be Gerosited in the escrow : 


Weedee T'S 


account? on 


QR. DERFEER: Chjection to what the witness was 


e 


informed without describing who it was that may have informed 


rete etetst a ttre oe ‘3? : Vee, 
oh yea tees ea 
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aim of this. QM = 
TSS COURT: Sustained. 
Q a. Dalilal, did anyone ever inform you that 


less than all of the funds would be deposited in the escrow 


ea 
Raecsuntc? 


Q DO you recall who that was? 


A it was Mr. Coven or Mr. Coven’s office, 
2 Do you recall when you were informeé approximately 


that e211 of the funds would not be deposited in the escrow 


i Very shortly after May 30th. 


Q Couid you be a little more precisa? 
A Bo. 
Q Was there a conversation at that time? 


& We received a telephone call that three million 
Shares had been sold, and that since ‘they were sold the 
underwriters would ke forwarding the oii to us. We 
requested and were told by Mr. Coven's offico that an 
opinion to the offect that the offer of three million shares 


had been seld would be delivered to the bank, which was 


then delivered, 


MR. DERPNER: Unless there is a showing that the 


witnees actualiy received that telephone call, I move to 


a ere Set ee tte) enn, ates enero 


heten a A048 tee ne eB A Ott wet» 
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Svrike his testimony as being incompetent testimony and 


hearsay. From the witness’ answer the implication is that 
. the whtress did act reneive the telephone cali. 

"ye THE COURT: Is this a disputed fact area? 
7. WR. DERPNER: This is not in the stipulated facts. 
TES COURT: Aside from that? 
ij MP. DERFESBR: Cuite frankly, this is the first 
. time I have neeard of this telephone call, 

TAS CGURT: Whether it was a call or otherwise 
Brought to his attention, is this a Gisputed areca? 

"R. BOYLE: If we let the witness Clarify his 


SRSWRI, prebakiy there will be no objection. 


f THS COURT: Let*s pear what he has to say. 
4 


Q Hr. Dallei, did you receive this phone cail? 
A Yes, 
Q Now, when you received this phone call, did the 


other party identify himself? 


- “tae aoe 


4% «OF _~course, the person identified himself, but 1 


; dO not remember whether it was Dr. Coven himself or one of 


, both him ad his associate, another attorney in his office. 


Q . Bat ym yourself did rmrceive this phone call? iS 


. A “ Yes. 


---e 


Q To the best of your recollection can you describe | 


' 
his associates who calied, because I had been in contact with 


i 


mmh Dallal-direct . 5 
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what was said during this phone call? What the other party 


——— 
3 ee oe - 


| 
t 
| 
said and what your response was? | 
A To the best of my recollection, the person calling | 
indicated that the offer of three million shares had been | 
sold and that an opinion of counsel would be forthcoming. 
we MR. DERFNER: The offer of two million sbares or 
three million. 
THE WITNESS: The three million, which was in 
excess of the minimum required. 
Q Do you recall if you had any response to this? 
a My response is, "We would like to see a copy of 


the opinion for our counsel's review." 


Q Do you recall any other discussion during this 


conversation? 


ares 
EE LS A 


A I ‘believe I was asked what the balance in the 
account was at that point. 

Q Do you recall if you made any response? 

A Yes, I immediately checked with our bookkeeping 
department and put the person on hold, and gave them the 
balance in the account, indicating what the total in the 
account was and what was collected funds. 

Q Do you recall what that balance was? 

A No, I don't remember, May I refresh myself | 


from the statemen*? 
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what date? 

MR. HEGHMANN: I believe he was handed Plain- 
tiff's Exhibit 16 in evidence to refresh his recollection 
as to what the amount was at the time of the phone call. 

THE COURT: All right. 

A Mr. Heghmann, I don't know the date of the phone 
call so I don't recollect the date of the phone call 
exactly. It could have been any day after May 30. For 
example, on June lst there was $73,000. On June 7 it 
was 172,000. I don't remember exactly. 

Q Mr. Dallal, as to the figure which you indicated 
over the phone, do you recall if it was less than $100,000? 

A I do not recollect what the figure was. 

Q Mr. Dallal, at or about the time of this tele- 
phone conversation do you recall if there were any closings 
scheduled or meetings scheduled in connection with the 
Dennison Personnel issue? 

A There were no scheduled meetings that I know of 


because we could not schedule them until all funds were 


accounted for. 


Q Do you recall the meeting held on June 12? 
A Yes. 
Q Prior to June 12 do you recall or did there come 


a time when various participants in this Dennison trans~ 
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| action came to the bank? maoi— 


A I have recollection of, I believe, a couple of 


t he particif ants coming in in between the May 30th and 


s | June 12 dates, indicating that they heard there was going 


é| to be a closing and I indicated to them there could not be 


| 
7} a closing because we didn't have the adequate funds. 
' 


a | Q Do you recall who came to the bank? 


A Again, this is stretching my memory. I believe 


| 
at it may have been either Mr. Bowes or a representative for 


i | Mr. Bowes of Dennison Personnel and I believe a Mr. Ziffer 


may have been there. 


13. Q Do you recall if they came on more than one 


i |; occasion? 


1E i! A I don't recall exactly. 


Q _.De you recall approximately how long before the 


June 12 meeting they came? 


A As I said, it must have been somewhere, let's say, 


19, after the first week -- let's say the week before, some 


2 4 time the week before June 12 or during the week prior to 


| dune 12. I cannot specify the date. It could have been 
| - 6, 7, 8. 


J Q Mr. Dallal, as has been indicated, and as i 

2c } evidenced by Plaintiff's Exhibit 59, ‘when funds were ¥ 
; ; + 

25 received on at least two occasions and additional confim- 4 + 
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2 Q Mr. Dallal, at the time of your conversation, 

3 your telephone conversation with either Mr. Coven or a 

4 representative at his office, when you indicated the © 

5 |i amount of money in the escrow account do you recall if 

6 that amount was less than $300,000? 

7 A Yes, it was less. 

g Q Do you recall if it was less than half? 

9 A I don't recall. 

10 Q Do you recall if you asked the person on the 
1} other end of the line where the remainder of the money was? 
12 A I don't recall che conversation specifically. 

13 I would assume -- 

14 }: MR. DERFNER: Objection, your Honor. 

15 THE COURT: Yes, strike that. 

1 Restieg! 


18 
19 
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Q Mr. Dalial, I believe you indicated that during 


” 


that conversation you asked for an opinion of counsel?, 


Is that correct? - R83a 


be 


mn 


A It was either offered to us or we asked for it. 


» 


‘ 


But it was an understanding that we would have gotten it, 


“3 


anyway. 


bes) 


MR. DERPNER: I object to it and move that the 


0 


answer be restricken.- The witness is not certain. 


THE COURT: Strike only the portion referring to 


She understanding. 


Q Did you subsequently receive an opinion of counsel? 


BR Yes. 


MR. HEGHMARN: At this time I will ask the clerk 


to mark as Plaintiff's Exhibit 8 for identification a 


four-page letter addressed to Carlton-Cambridge & Company, 


Inc. and Stevens Jackson Seggos, Inc. on the letterhead 


of Bernard Jay Coven, P.c, 


(Plaintiff's Exhibit 8 marked for identification.) _ 


Q Mr. Dallal, I ask you to look at what has been 


marked Plaintiff's Exhibit @ for identification and ask you 


to examine it. 


Mr, Dailal, do you recognize this document? 


Yes. 


Can you tell the court what it is? 
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A It is an opinion letter from the law office of 
Bernard Jay Coven, P.C., dated May 30th, addressed to 
Carlton-cambridge and Stevens Jackson & Beggoe. 

MR. DERFNER: Could the witness be Girected to 
speak up? 

THE COURT: Yes. 

A (Continuing) And indicating that all requirements 
have been met in terms of the underwriting. 

MR. DERPNER: Your Honor, I object to the 
witness’ testimony characterizing the letter. mrt speaks 
for itself, 

THE COURT: Objection sustained. 

? Mr. Dailal, is this the letter you received 
pursuéat to conversation with either Mr. Coven or a 
representative of his office? 

A ae. 

MR. HEGHMANN: I move that Plaintiff's Exhibit 8 
be received in evidence. 

THE COURT: Any objection? 

VOIR Dire EXALONATION 
BY MR. DERPHER: 
Q Do you recall the date this letter was received? 


A No, sir. 


Q Did you receive an original copy of this letter? 
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2} When I say “you,” aid the bank receive it through the ‘ 
2 | mails? | 

! 

4 A I believe it was by messenger, tf believe 


it was the oviginal or a Copy of that. fr gave it to our 


b2 ¢ counsel. I could not Specifically answer, 
7 i Q What I am referring to, was the letter that you | 
6! received a sicae. copy or was it a conformed copy or was 
of it 2 phetestat ct uy >: ined copy, if ¥-U recall? Without | 
“ looking at your a. | -» Please, | | 
" A = -T don't .. ~al] exactly what it was, 
y Q Do wou r call when in relation to the phone 
j " wall from 4 co 4 or hig representative this letter was 
. received? 
sy A No, not tie date. I do not recall the date, rt 
" *| was subsequent to that call, 
| ¢ Q Approximately how long after? | 
- ” A I don't know. rt was before the 12th, on or 
A ‘i before the 12th * June. ; 
. Q But, in any event, it was Subseque : to May 30, 1972 
” A Yeas. 
5 Q Did you receive this prior to thc meeting & the 
, “i bank on June 12, 1972? 
‘i A ZI do not cecall exactly, but I believe it was prior 
. | to. Xe 
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But you are not certain? | <86a 
I am not certain, 


Could you have received it the same Gay? 


ry» Oo yy +O 


I may have, but r do not recall the date, 
MR. DERFNER: I have no further questions, your 
‘Honor, and no objectior, 

THE COURT: hicetved: 

(Plaintiff's Exhibit’s received in evidence.) 

Q Mr. Dallal, did there come a time when a meeting 
was held at the Republic National Bank for the purpose 
of closing the Dennison Personnel issue? 

A Well, there was a meeting which we have discussed 
on the 12th, but which we on-our part could not close. 

Q Concerning the meeting that did occur on the 12th, 
to the hest of your recollection can you recall and describe 
to the court what occurred at this meeting? 

A If I may just give his Honor the picture of the 
room, because this ig important, I think, in discussing the 
actual gather ing or meeting that ecqtrred, the room that 
<I worked on is on the second floor of te bank, and it is 
approximately a hundred by about 35 or 40 feet wide, and 
there are a number of desks on two lines. I occupy a 
7.29% approximataly in the middle of the room. There are 
two or three desks that are empty. When the various people 
| SOUTHERN DISTRICT COURT REPORTERS 
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who came to that meeting arrived, I indicated to Mr. Coven 


that because the check that was being presented to us 


in the smount of thirty one thousand some-odd dollars 


was not good funds per se, we could not close, and I had 


other activity of the bank going on, because this is not 


my specific function, to be an escrow officer of the bank. 


AALS ES COLL 
al 


This was one of our two escrows that we tee ever done. Ps 
had other things happening; I had other work to Go. And 


when I indicated that we could not close, I assumed this 


natn ee ea ae ithe hele, eens 


Ppenrenrea es © sorresene es eee oy) 


was the end of my participation in any of the conversation 
with the principals involved, because I knew the we could 
not close and that was it, 


Q - Mr. Dallal, if we could break it down into a 


cusaiad @omncae Haba kck Ok Glee 


lictle more detail, I believe you indicated a check for 
$31,0002.. . 


Yes, sir. 


Whose check was this? 


a It was a check from Carlton-Cambridge drawn on 


their bank in New Jersey. 


Q Now, prior to the deposit of this check, how 


much money was in the escrow account? 
A I could tell you from -- 
Q 


Looking again at Plaintiff's Exhibit 16 in evidence? 
A Yes, there was $231,000 in the account on that date. 
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—— ee COeeuW 4unds Change hands? 


“Ht é i 
3h RB No. . R88a + 4 
‘ ; Q In cther words, was there any disbursement out 
, \ 14 
a of the escrow account? 
it , 
y eh A No, sir. . a 
74 Q At the time of this meeting had the certificates 
* been received? 
of A No, sir. | 
Q At or abovt the time of this mecting, dié ys \ 
} 
receive eny correspondences from alicies tha «o svstescs 3 
’ 


the counsel for Dennison? 


A Can you specify? F 


| 
w i MR. HEGHMANN: At this time I will ask the clerk } 
“| to mark as Plaintiff's Exhibit 19 for identi“ication @ 


letter, one~page letter on the letterhead of Stevens, 


i7 | Jackson & Seggos, addressed to the Republic National Bank. 


ee ee 


It appears to be signed in the name of Jules Ziffer and 
is dated June 13, 1972. 
(Plaintiff's Exhibit 19 was marked for 
Sdeneisionston,) 
z= | Q I will hand what has been marked Plaintiff's | 
4 Exhibit 19 for identification to the witness and ask you 
to examine it. 


% : Mr. Dallal, do you recognize that document? 


st) ee Br Aen ee oa neces 7 wae 
Bate fe 3 WS > Tre 27. ’ vue LE a are od > 


Te meme 


ee ee ern 


j 


A Yes. It was addressed to myself. 
| _ e398 

Q Can you tell the Court what it is? 

A It is a letter signed by Jules Ziffer on Stevens, 
Jackson & Seggos' s*:tilonery, dated June 13, indicating 
that they had sold ee and what commissions 
they had netted and what was due to them. 

Q Mr. Dallal, do you know why this letter was sent 
to the bank or sent to you? | 

A Yes. | 

MR, DERFNER: Objection, your Honor. 
THE COURT: I will allow it. 

A The reason was, we wanted letters from both 
underwriters confirming what they had netted from the sale 
of the stock. 

THE COURT: You mean you asked for it? 


THE WITNESS: We asked for it. 


Q Did you also receive a letter from Cambridge? 
A Yes. 
Q I will now show you what has been marked 


Plaintiff's Exhibit 18 in evidence. 
Mr. Dallal, is that the letter you received from 
Carj,ton-Cambridge? 
A Yes. 


4 


a Referring to Plaintiff's Exhibit 18 in evidence, 
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~ i! kps weses <naw-- 
2 do you know how you received that letter? _ 2990a 


3 A Looking at it, I see that it was not received 


; 4 in the mail. 


P 5 Q How do you know that, Mr. Dallal? | 
: 6 A Because all items sent through the mails to the 
7 bank, they are stamped, indicating the date received. | 
t 8 Q Do you recall how you received this letter? 

: 9 A I dé not recall the specific sentences of 

10 receiving it. 

nv THE COURT: You did receive it? 


THE WITTESS: Yes, we had it in our file. 

MR. HEGHMANN: I will -ow ask the clerk to mark 
as Plaintiff's Exhibit 20 for identification, a one-page 
letter on the letterhead of Bernard J. Coven, PC, addressed 
to the. Republic National Bank, which appears ts “« signed 
with the signature of Bernard J. Coven. 

(Plaintiff's Exhibit 20 was * wked for 

identification.) 


Q I will now hand to the witness what has been 


Shvteks cet fk cae aes 


marked Plaintiff's Exhibit 20 for identification, and ask 
you to examine it. 

Can you identify what has been marked as Plain- 
tiff's Exhibit 20? 


A It is a letter from Mr. Bernard J. Coven, which 
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advises us that over -- 29018 


MR. DERFNER: Objection as to reading or 


characterizing, your Honor. It has not been offered in 
evidence. 
Q Did you request this letter from Mr. Coven? 
A Yes. | 
Q cid you receive this letter, you personally? 
A We received it through the mails on the 14th. | 


it. 
THE COURT: Any objection? 
MR. DERFNER: Your Honor, I do not object to 

either of these letters, Exhibits 19 or 20 being entered { 
in evidence. init, the witness had testified that 
these letters were received on the'1l2th. —- That was his | 
orisinal testimony and then he testified that these letters 
were received in the mail and an examination of 19 shows 


that it was stamped received by the bank on the 15th, and 


he has testified Coven's letter was received on the 14th. 


Just to clarify the record, these were not 


received on the 12th, but subsequently would be the 


Q Did it come to you personally? 
A Yes. 
MR. HEGHMANN: Your Honor, I would like to offer 


nature of my objection. Other than that, I have none. 
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THE COURT: On the question of the offer, any- 
thing else? If not, you are offering 19 and 20? 

MR. HEGHMANN: Yes, your Honor. 

THE COURT: Both? 

MR. HEGHMANN: Yes, your Honor. 

THE COURT: Received. 


(Plaintiff's Exhibits 19 and 20 were received 


in evidence.) 


ne em ne ee ee ee ee me 
a 


é 
xx MR. HEGHMANN: At this time, your Honor, I would t 
also like to offer Plaintiff's Exhibit 21, which is the 
payment advice sent out by the Republic National Bank, i 
into evidence. 8 
THE COURT: Any objection? ; 
MR. DERFNER: No objection. 
MR. COVEN: No objection. $ 
THE COURT: Received. 
| (Plaintiff's Exhibit 21 was received in 
| evidence.) 
aoe Q Mr. Dallal, again examining Plaintiff's Exhibit 


19 and 20, which are now in evidence, and in relation to 
this meeting on June 12th, do you recall when these letters 
were received? 

A I erred in term: of the June 13th letter, from 


Mr. Coven, because our mail stamp is June “14th, and the 
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rx 


KS 


Q When did vou reqnest that these s6tessd wo wuw~ 
to you? R938 
A Zi believe the request was athe on the 12th. 
Tim COUNT: Thet pertains to a request ‘eile to 


who? Were each of the letters requested on the 12th? 


THE WITSESS: Yes. 


ico gneta, TE on. Ba whom ata van Ainent the 
SSB SS 

rate wer yes tin Setanta. Cones Se E896. vs 

LRG Wainsdo s We VSgeesesea ic, Cuver to giVe us 


a letter on behalf of Dennison, as counsel for Deunisoa, 
and + he two undervriters, to specify that they had 
nectec out tieir comniscion. 

MR. DERFNER: Your Honor, can we also specify 


wre meda the reouests? 


TE * COURT: You asked for a letter from Stevens, 


Jackson, and Exhibit 19 is the letter. 


You asic’ Sor a Lotter fron neginbintiiins and 20, 
you say, is the letter. Do we have the letter from 
Carlton as well? 

MR. HECHHANN: Yas, your Honor, 18. 


MN. BOYLE: That letter, your Honor, was intro- 
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duced when Mr. Rega was here. 294a 
THE COURT: Someone wanted to know who made the 
requests for these letters. 
THE WITNESS: I believe it was done jointly by 
myself and Mr. Lytle, our counsel. 
Q Mr. Dallal, I believe you indicated payment was 


received by the New Jersey Bank on the 20th of June; is 


that right? 
A Yes. 
Q When this payment was received, including this 


payment, how much money was in the escrow account? 
MR. HEGHMANN: The witness is referring to 
Plaintiff's Exhibit 16 in evidence. 
Q (Continuing) Does that indicate the total 


amount, Mr. Dallal? 


A Yes. The total ~ uount was $263,496.75. 

Q Mr. Dallal, were these funds subsequently dis- 
bursed? | 

A Yes. 

Q Do you recall approximately when they were 
disbursed? 

A About $262,000 were disbursed on the 21st, and 


the balance was $1000, disbursed on the 27th. 
Q Mr. Dallal, do you recall why the $1000 was not 
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| disbursed until the 27th? 295a 
a A Because that represented a check that we received 
4 on the 21st, which was not collected until the 27th. 
5 MR. JAFFE: We had marked as Exhibit 17, and ft | 
7 think that is the best evidence when the bank received 
7 it. Maybe if I can hand it up -- | 
8 THE WITWESS: I'n sorry, I was looking at the | 
9 | wrong column, -at the disbursement column. It was ! 
6 received on the 15th. | | 
rT THE COURT: On the 15th? | 
2 | THE WITNESS: It was received on thel5th and | 
13 not collectable until the 27th. | 
«| Q Mr. Dallal, was there ever $300,000 in the 
15 |, escrow account? | 
Is A No, sir. | 
17 Q What is the greatest or largest amount of money 
| that was in that account? | 
| 19 : A $263,496.75. 
20 | Q Mr. Dallal, do you recall the ~.te when the | 
2} initial disbursement was made? | 
; xf A _—s The 2st. | 
23 |i Q Did you prepare a memorandum describing the | 
2A : events surrounding the disbursement? { 
25 |i A I prepared the memorandua of disbursement wilson 
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underwriters plus the counting of the certificates was 


adequate. | 
Q Mr. Dallal, in connection with the counting of | 

the certificates, do you know what the term “street name" 

means? | 
A Yes. | 
Q What is your understanding of that term? | 
A Where certificates are held by a brokerage 


house in their name for their customers, where they are 
in possession of the certificates. 

Q Mr. Dallal, do you recall approximately how many 
of the cercificates delivered by the American Stock Transfer 
Company and counted by your bank in connection with 
Dennison Personnel were in street name? 

a do not recall. 

Q Mr. Dallal, to your knowledge has the Republic 
National Bank opened any other escrow accounts in conn c- 


tion with public offerings? 


A No, sir, not sinc: this. 

Q Not since Dennison Personnel? 

A That is correct. 

Q In connection with your responsibilities at 


the Republic National Bank would you be in position to 


know whether such an account was opened? 
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A Yes, I would know. 


Q To the best of your knowledge has the Republic 
National Bank ever authorized anyone to file any documents 


i with the Commission listing the Republic National Bank as 


5 
6 escrow agent? 
7 A To the best of my knowledge we have not 


authorized any such listing. 


8 : 
9 MR. HEGHMANN: Your Honor, we have no further i 
10 questions. ; ' 
N Your Honor, I believe yesterday we had marked 
12 Plaintiff's Exhibit 59 for identification, a My 18th : 
13 letter to the Republic National Bank from Carlton-Cambridge, 
14 which the witness identified as the first deposit into to 
escrow account. At this time I would like to offer 


Plaintiff's Exhibit 59 into evitence. 
THE COURT: Any obje: lon? 
MR. BOYLE: No objection. 
MR. DAVIS: «*» objection. 


(Plaintiff's Exhibit 59 was received in 


evidence.) 
MR. HEGHMANN: Your Honor, in addition to the 
marking of that document, there were identified two other 
sets of confirmations as representing all of the confirm 


ations received by the bank in connection with deposits 
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not he had any present recollection as to what the escrow 
agreement provided regarding this event. He gave his 
present recollection. I then showed him the escre = 
agreement to refresh his recollection. 

THE COURT: His answer to that? 

MR. BOYLE: I have not gotten to it. 


THE COURT: Let's take that next and see where 


MR. BOYLE: Thank you. 

Q Mr. Dallal, having looked at Plaintiff's 
Exhibit 14, specifically at Paragraph 2-b, 4s there any 
provision or reference in there that you shall receive an 
opinion of counsel? 

A No, it says notice from either the company or 
the underwriters. 

Q ° In other words, the Republic National Bank as 
escrow agent would receive notice from the company OF 
underwriters when the minimum number of shares had been 
sold? 

AD Yes. 

Q You testified previously, T believe, that you 
hau a phone conversation with either Mr. Coven or an 
associate of Mr. Coven's. I believe you indicated it 


was either Mr. Coven or an attorney in his office? Is 
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that correct’ _ Rg9e 
A Yes. 
Q Can you identify when that conversation 
occurred? 
A It was subsequent to May 30, but exactly wha* 
gay I do not recollect. 
re) At that time were you told that the 3 million 
shares had been sold? ; 
A Yes. i 
e Q During the course Oo. your dealing with this lt 


escrow account had you spoken on occasion with either 
Mr. Coven or the lawyer who is assisting in his office? 
A Yes. 


MR. DERFNER: Could we just have that read back? 


<< there = +0 


(Question and answer read.) 


~pese 


Q-- Could you identify the name of tre lawyer that 
you spoke to in Mr. Coven's office on those occasions when 
you did not speak with Mr. Coven? i 
A I do not remember his name specifically: A } 
believe it was something like Ackerman. 
Q Mr. Ackerman? 
oe sounded like that. ; 
Q The phone conversat*-n you had in which he 


advised that the 3 million rheces that had been sold was 
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in a phone conversation with Mr. Coven or an associate of 


his, whom you believe to be Mr. Ackerman? Is that 


correct? 
A Yes. 
Q I believe in your direct testimony you were 


asked whether or not Mr. Bowes and Mr. ziffer came to the 
office of Republic National Bank on or about June 5, 1972. 
Do you recall that testimony? 

A Yes. : 

Q Do you recall how long Mr. Bowes and Mr. Ziffer 
were in your presence in the offices of Republic National 
Bark on the day of June 5, 1972? 

A A very few minutes. 

Q Now, there came « second occasion when people 


came to the offices of the Republic National Bank? Is 


that cerrect? 


A Yes. 

Q Is that on June 12, 1972? 

A Yes. 

Q I believe you testified on direct examination 


that at that time you were handed a check, a Carlton- 
Cambridge check in the amount of thirty-one thousand five 
‘ hundreé three dollars and some-odd cents drawn on their 


account at the Commercial Trust Compsny? ts that correct? 
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Commissions, etc., that had been deducted from the escrow 


3 account? 

A Yes. 
Q Do you recall any specific conversation with : 
any particular person on this point? 


i 
A Not any very specific conversation, f 
j 


Q Did there come a time after you had this 


conversation with Mr. Lytle on June 12, 1972, and prior 


+ rms 


to June 21, 1972, where you received the documents that 


you now hold in your hand, P-18, 19 and 20? 


A Yes, sir. 


Q Directing your attention to P-19 ang 20, can 


NEE) ONE PST EF EET! ore 


you tell me when those documents were received? 


A P-19 was received by us On Jume 15th. P-20 was 


received by us on June 14th. 


MR. BOYLE: Mr, Heghmann, do you have the 
originals of P-19 and 20? 


MR. HEGHMANN: Yes, 


A P-19 was received on June 15th. P-20 was 


recsived on June 24, 1972, 


~ So ae eo a A 
ee ET -eompeces. a - 
_—— es ree x 


PETIT HT ee rere ThepraN Pep ew > Pre er 


Q «19, is that addressed to you? 


Yes, 


A 
Q P20, is thas addressed to you? 
A 


Yes. 


Se ears Tat Tap hs 
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\ Yar 
- Q Lf Cavlton-Cambridge Gepesitea a subseriner's 
i 

ai Check in its own bank it would get quicker notise of any 

if 

34 bad check than if i: were deposited in the escrow account? 

7) 
; 
i} se a 
éy Woule that be a fair statement? 
if 
i} , 

Su As a matter of #4 tc, were there a I 1c¢ heciks 
| 5 i Q atcer of C ere there any bounced checks 
| i | 
| %# in the escroy ACCOUAC? 

i 
TG ok A Not to m knowledge. 
Q Any of the checks that Carlton-Cambridge sent 
i; 
o " « ee y 7 < en, 5 8a 4 2 % 2 2 
| «4 epresenting checks received from sucscribers, then putin one 


check, de you have anv knowledge of any ~2ing bounced in any 


e| 


| oy tej case? 
52 A I have n knowledge of any check bouncing. 
p ae 
18 & Q Is it not a fact that there ts a recuizement under 
7) the eserorw egreshieni: that the names end addresses of the 
3 subscribers be sent in WLth any checks? 
ak Fe A I believe there was such a zsquirement. 
<0 | . Q And, of course, the method by which Carlton- 
2 | “Cambridge sent in one check and a listing of the confirn- 
i 
22 ations was,would you Say, a convenient method, as opposed to 
2 getting bundles of small checks coming in? 
26: A Yes, sir. 
sad Q Would you say it assisted in having the escrow 
2 ; 
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3032 
a | Tiii COURT. Tt is a conclusion. 
~ 
“2 A Weil, we had oO ascertain for curselves to bs 


avsolutely certain that in ex ess of 3 million shares had 


5 | been sold, that we counted the c rciticates. - 

5 | Q In fact, then, you d?d not rel: on Mx. Coven'’s 
“a letter as being tue sole basis for determining? 

3! A It was not the sole basis. 

9} Q You independently vericied *hs number of shares 
3 being issued? 

ah] A Yes. 

12 Q. Mx. Dailal, I helieve you testified that Mr. 


Coven ox a representative of his office had called you 


14 fj personally prior to June 12, 1972. and stated that 
f ; $< 

15 | 3 million shares of Dennison had been sold? 
tv 
i; 

16 ti A I believe thet is correct. 


Q I believe you also testified on direct examin- 
ation, sir, that pursusut to that conversation you asked 
from Mr. Coven or his i:«oresentative to sup;ly you with a 


letter or some eviderns. of that fact? Is that also so? 


A I believe it was stated we would get it, or I 


2) 


asked for it. 


wB Tell us specifically what you asked for? : 
Sr es a etl A NA OLLIE ! 

ear i 

24 A I do not remember what I asked for specific- 


ally. : 
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5 Q Will you tell us what you received? 3044 
$ : 4 We rocaived a letter dated May 30 which spelled 
: out the Lucts that the issue had been sold under the 
5 provisions of the undsuvriting agreement, et cetera 
é MR. DERPNER: May I tave the answer read? 
7 (B-.vrer read.) 
2 | Q Mr. Dallal, could you elaborate on what you meen 
2 by "et cetera"? 
oT A Ic was the wreng word. Under ths agreement, 
} under the underwriting agreement period. 
2 MR. DERPNER: Do you have Exhibit $? 
i : 
iS i Q Mr. Dalial, is the letter you ere referring to 
6 | the sams as that marked Plaintiff's Exhibit 8 in evidence? 
5 | A Yes, sir. 
16 | Q Me. Dallal, isn‘t this letter addressed te 


STs 


Carlton-Cambridge & Company and Stevens, jackson, Seggins, 


and not to the bank? HER: 
A it is suck. a fact. 
Q Mr. Dallal, you do have the original in your 
hand? Isn't that correct? 
A Yes. 


Q Do yousee a date stamp of the bank's on that 


letter? 


A No, sir, because I believe it Was delivered 


33 CORYLANOT 7-589 


a 
soe 


“7 
5 A there is no date stamo. 
: 
6 Q bO you secolliect whether that letter, in fact, 
| was dclivered to the bank by hand? 
oy A = do not recollect the specific circumstances 
9, of receiving this leter, 
0: Q Will you show us in this letter where it is 
ni Stated that 3 million shares ofthe stock of Dennison 
2 | Persoanel had been sold? 
? Hi 
IZ y A Sir, = would like to refer this to our covnsel 
«| who rev .ewed it. = am not an attorney. I, of course, 
i 
15 | gave this to our legel department, who made such a deter- 
' 
16 f mination. 
17 | Q Sir, do you have any recollection of when this 
13 | letter was received by the bank? 
| ! 
ae A No, sir. 
20 | Q isn't it possible, sir, inasmuch as this letter 
i i 
ay is not date stamped, that this letter, addressed to ; 
| ; 
P z | Carlton-Cambridge and Stevens, Jackson, Seggos, the under- ; 
t t 
» Z| writers, and Paragraph 1 of the letter states that: 
i. i 
. x | "The folluwing constitutes ‘our Opinion pursuant 
z te Section 5.06 of the underwriting agreement between 
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Sa ene “f° - at A te 
S Cnet trcvy would noe 
‘ %. J ~ S tn CS meme he | 7 
4: be responsile for the GR=orceneat of any collection. 
‘y 
4 
e + TIT OK Aretem Sytem Gece meinen to ZS fee As t.. fo 2 - 
5} wees COURT: sr: SRBSECSUSNS of is Gifferent papal orm] 
4 } et oot 7 - Salad Se “me ee 27s Salnonde maces 
é 1 collection cf. ¥ think neo May Gok caat questicn. 
- STS opemesm- 2203 = ans fo %. te em ~-> 
7 3 #825 WLERESS: Could wou fspsat the qecticn Saine 
{ 
i 
o: “ 3% mre fl. 
c | Q 4 Wlil withdrew ix, 
| 
i 
Qo | te Sen. Ee ee eee Sy men 19 a 
a he Sume 22h check wes uancied as a collectisn 
j ; 
th 
mM $ fe _ 2 te Fen Jolacamncepnia Se? C ) - . 
iC | 4eGM 8S Opposed ts soing ~isouga tas Glearing house, is 
! 
‘ 
i, vo? 'e 
no chat correct? 
hey 4 *. fas 
= A YES o 
i 
13 } 
H a 5 oa fe 5 4 yet 3 . te 
ae Q I Sslieve you testizies cnat this wes done to : 
: 
14 + . 


G 
~ 
Fe 

a 
6 
Qo 
oe 


i i 
16 ' 
‘ht re] Hed original subseriber’s checks been Gcnosited 
an ° 

h ma = ie ra . 

7] im the escrow account could they nst also have kson aondled 
18 4 
i 


through the collection Process 235 cpposed to the clearing 
oon a a Sa a bins Sy 


= 
o 
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house? 


Se eee 


A It would have been a moastrous affair, 
= teenie — 


to 
ou 


MR. GEGHMAMI: Mo further questions. 


TES COURT: If there is nothing further of this 


= 
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ee re eee ae 
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witness, you may step down. ’ 


(Witness excused) 
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THE cCouRkY: I assume he is getting to it. 
When approximately did this happen? That is, 


that you received this information. 


A 


would say. 


Q 


A 


Q 


what he s 


A 


. 


. a Q 
stock? 


A 


hearsay. 


Around the beginning of April of that year, I 


Who told you this? 
Mr. Seggos told me. 


Do you remember the conversation with Mr. 


aid and what you said? 


I can’t say as I recall, no. 


Did he ask you to attempt to sell some of this 


Yes. 


MR. DERFNER: Objection, your Honor. This is 


Withdrawn, your Honor. 


MR. JAFFE: I am sorry, your Honor, couidT hear 


that question and answer again? 


Q 
A 


Q 


THE COURT: Yes. 
(Testimony read.) 
Did you sell any? 


No, I never sold any of the stock myself. 


To your knowledge, did anybody in the office of 


Stevens, Jackson, Seggos sell any Dennison Personnel stock?- 
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Lian-direct 
Yes. 
Who was that? 
Jule Ziffer. 


Did anybody in addition to Mr 


sell any stock in the offering? 


No. 
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Q Now, did there come a time when you learned 
that an after market would open up in Dennison Personnel? 

MR. DERFNER: May I have the question read? 

(Question read.) 

MR. DER:NER: I object to that question. It calls 
for & conclusion. If Mr. Beirne would be able to be more 
specific about his questions, there would be no objection. 

THE COURT: Sustained, 

Q Did you ever discuss an af*« market in Dennison 
Personnel with anybody in the period May and June of 1972? 
A I think that is kind of difficult to give a 
yes or no answer to, because it seems to be kind of vague, 

Q I will withdraw that. 

Did you ever see a quote for Dennison Personnel 

in the pink sheets of the National Quotation Bureau? 
& Yes. 


Q When approximately did you see that quote? Do 
you remember? . 


A Around the beginning of June. 
Q of 1972? 
a 


1972. 


Q Pricr to seeing that Dennison Personnel quoted 
in the pint sheets, had you discussed the possibility of 


an after market opening up with anyone? 
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MR. DERFNER: Objection, your Honor. It's a 
leading question. 
THE COURT: I will allow it. 
A To the best of my recollection, yes. 
Q Whom did you discuss it with? 
A I recall at a time prior to the stock, the 


name of the stock appoaring in the pink sheets, discussing 


the after market with Mr. Coven. 


Q How was that discussion held? Was it in person 


or by telephone? 
By telephone. 
Did you call Mr. Coven or did he call you? 


aA 

Q 

A I recall him calling the firn. 

Q And you answered the phone? <i. that correct? 
A 


* Yes. 


Q Would you tell the court the substance of your 
conversation with Mr. Coven? What he said and what you 
said. 

A He called to inquire as to how the sale of 
Dennison was coming along. 

Q What did you tell him? 

A =I told him it was not doing that well, but it 
wets selling, and to the best of my recollection I recall 


him saying that t> assist in the sale of the security § -- 
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because it waclose .o closing, that it was going to 
appear in the pink sheets. 


Q Do you remember whether he said how it would 
come to appear in the pink sheets? 


A He said the brokerage firm of M.S. Wien & 


Company would be making a market in the stock. 


Q Can you fix this conversation in time? you 


testified that you saw Dennison in the pink sheets in 


early June. Does that help you fix when this conversation 


with Mr. Cu/on occurred? 


A It. was just prior to appearing in the pink sheets. 


Q So it would be the last couple of days of May 
or the first few days of June? Is that correct? 
A Yes. 


MR. DERFNER: Objection. Counsel is now character- 


izing the witness’ testimony. That is objectionable, 
especially in light of the fact of the assumption as to 
Why it appears in the pink sh ets, and we have agreed it 
appeared first on June 5, 1972, 
THE COURT: The witness told us what ne was told. 
MR. DERFNER: The witness took  ounsel’s 


suggestions. 


THE COURT: You may inquire along those lines. 
Overruled, | 
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Q Do you remember anything further about this » 


MR. DERFNER: Objection as to the form of the 


question, your Honcer. 


THE,-COURT: Overruled, 


CR Beg dy 504) 


| conversation wit’: Mr. Coven as to what was said? 
! A We discussed whether Stevens Jackson & Seggos ‘ 
would be trading the stock in the after market, and at that 


time I couldn’t answer that question because the firm had Bex 
‘ x 

voluntarily halted trading because of some internal book- Ps 

keeping problem, and by the time the problems had been re- 


solved we had not decided whether we were going to continue 4 
2 
doing business or not. E 


j 

Q Do you remember whether Mr. Coven said anything | x 
as to why Stevens Jackson might want to make a market? { 
' 


MR. DERFNER: » ¢ object. 


wea ip hh tna 


Q You testified whether Stevens Jackson would vake 
amarket? Is that correct? 


A Yes. 


pls? > we eee 


Q Did Mr, Coven indicate any reason why Stevens 
Jackson mi,ht want to make a market? ‘ 
MR. DERPNER: I coject. 
THE COURT: Sustained. ; 
Q Do yo. remember anything further about that 
conversation? | Ht 
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A No. 

Q Just one further question, Mr. Lian: you men- 
tioned there were certain problems at Stevens Jackson at 
that time and that they were subsequently cleared up? Is 
that correct? 

A Yes. 

Q What was the nature of those problems? 

a Bookkeeping problems. Bookkeeping was not up to 
date and the firm couldn’t conform with the NASD rule and 
was not able to produce a ba’.ance sheet, a trial balance, 
because the books were not up to date. 

Q I think you also indicated that subsequently 
you thought that problem was solved? Is that correct? 

A Yes. 

Q __Do you know how it was solved? 

MR. DERFNER: Objection, your Honor. 

MR. BEIRNE: I believe the witness can expand 
upon his statement, if he knows. 

THE COURT: If he knows, I will allow it. 

Q The firm voluntarily halted trading, the making 
of any transactions, until the books were brought up to date, 
and the balance sheet, trial balance, could be produced. 

2 tr.°1 balance was produced and handed over to the NASD, 
and they agreed at that time that they were satisfied with 
SCUTHERN DISTRICT COURT REPORTERS 
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the figures and that we could clear up our fails and decide 
whether we wanted to continue doing business or not. 

Q Do you remember when that trial balance was 
turned over to the NASD? 

A The end of May; it was in the end of May, 1972. 


MR. BEIRNE: No further questions. 


2 RR EWR 


THE COURT: Mr. Jaffe, 
CROSS EXAMINATION 


BY MR, JAFFE: - 


Q You indicated that you were employed by Stevens 


‘ Pl os Zar , +e 
op aihions vanes 14 


Jackson Seggos until the endof June? Is that correct? 


a 


A Yes, sir. 


ay 


Q About what date in June was that? 


A About June 30th, 


Q During that time did the firm we any management 
changes? 


Sabie 3 obs 


Pa The firm was under the management of Mr. Seqgos, iy 
and when he left on a trip, the management of the firm was 
informally put in my hand. | 

Q That did not change until June 30,1972, did it? 

A I don't understand what you mean. 


Q Was Mr. Seggos still the president as of June 30, ! 

1972? ; 

A Yes. ; 
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oe Q fin the course of vour Ceteicakions With lr. 
5 Coven egarding Dennison, I believe you testified chats 
4 i Mr. Coven had made several inquiries regarding the progress 
5 | of the seiling of Dennison by Stevens, Jackson, Seggos, is 


9 that correct? 

= | + re Me 

f : = Yes e 

s ~ + > ate ~ de - Se nw 
ai Q Mr. Lian, I believe you stated that vou first 
a“ P| 

Jf 


th 
Set 
fe) 

‘a 

ft 


heard of Dennison Personnel about the beginning o 


ren) 


1972, is that correct? 


heard of it through Mc. Seggos? 


ae 
B 
Qs 
KS 
i$) 
3 


3 A Yes. 

is Q At that time was it your understanding that you 
| as a trader for Seggos would be making a market in Dennison 

16 | when the distribution was completed? 

7} A Yes. 

i9 Q At that time you didn't have your internal book- 


keeping problems with the NASD, did you? 
A No. 
MR. JAFFE: If we can just fix “at that time" a 
tittle more precisely. 


MR. DERFNER: I believe we are speaking of the 


h 
“4 ia} ° ‘ ‘ a: 
"2 beginning of April 1972, your Honor. 
n2 i ; 
25 4 
f, 


THE COURT: What do you mean by it was your 
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understanding? Did somebody say that to you? 

THE WITNESS: -I believe that in tho converse::ion 
probabiy with Mr. Seggos when we originally discussed the 


underwriting of Dennison that once she offering was com 


pleted and closed that the firm would probably make a 
market in the stock. 
THE COURT: All right. 
Q Mr. Lian, also during the pericd of the middle 


of Hay 1972 until the beginning or Middle of June 1572 die 
you have occasion to speak to Mr. Ziffer on several @izfer- 


ent occasions regarding the distribution and sale of 


Dennison? 
A Yes. 
Q i oelieve, sir, that you testified that just 


prior to Dennison appearing in the Pink Sheets for the 
first time you were informed that it would so appear, is 
that correct? 

A Yes. 

Q If I told you that Dennison Personnel first 
appeared in the Pink Sheets on June 5, 19&2 would that 
cefxesh your xrecOllection as to approximately when you were 
told or when you first learned that it would so appear? 


June 5 being a Monday, sir. 


MR. BEIRNE: I object to that question, your Hono:: 


~ 
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2% is too vague. 
3) MR. DERFNER: I will rephrase the question. 
4 ) Mr. Lian, as you sit here and testify today and 
5 { you search your mind, your memory back sco June of 1972, 
$ do you specifically recall speaking to Mz. Coven regarding 
73 Dennison Personnel appearing in the Pink Sheets or axe vou 
af reconstructing your recoliection and testifying as to such 
| a reconstructed recollection? 
DY MR. BEIRNE: &gain; y our Honor, ZI don’t see the 
i need to answer a question so vague as that. 
ay TH COURT: I will allow it and see what he says. 
1g | Go ahead. 

i 

f A Let me say that I remember the fact that I knew 

there was going to be trading. I don't remember the 


specific words that were said to me on how I was told it 


i Was going to be trading but since at that time the only 


person that I had been speaking to about the issue outside 


-_ 


of the firm was Mr. Coven, I guess I am making some assump- 


w® 


tion that it did come from hin. 


tw 


=> 
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T4 2 5 Q Nee Lian, vou were Spealzing to ix, Sitters 
3} esout Dennison Personnel Guring late May and early June, 
4 | 1372, were you not? 
bj aA Yes. 
6 Q Isa’t it Possible that lic, Zififler may have 
eo? : mentioned to you that Dennison will Sppear in the pink 
S| sheets? 
9 ; aed DPT TIT - YT, ~ irk} pel oe ~ folnt> ie 
i 122. BELRYE: “our Eonor, eaything is possible, 


I object to that question, 


cimony. Just a mement,. 


5 Sustained. 

i 
Ig 

i Q is it fair tostate at this point, siz, that 
1S “ive eres ae ‘ , 

h YOU are not aosolutel, Certain that it was Mr. Coven who 
% 

+ Gid inform you that Dennison Would appear in the pink 
17 4 

| Shests? 
IA 
io 


» 


I couldn’s Say I was absolutely certain, 


< 
on 


Q So that it could have been semcone else, 
xO 
| -coulds’t gz? : 
ani 
H SR. BSIRNE: Same objection, your Eonor, 
edt ; Pe 
4 THE COURT: Z will allow ic, 
wn i 
bw 
i A it’s possible, but I can°’t think of a Yone elas 
2% i 
4 that could have told me. 
25 Ii 
[ Q Could Nx. Ziffer have told you in Light of the 
E ¥ 
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if 
, SOUPS USTERMS CUNY LEPagrees 
i USTs 
i 


+ up ger « ‘ 6 pew Pw emnerey 1 5 
eye) “ee wre: py ike AD ee e "unos se Tee pee 
“wietir candAr se: y NA es 


APPR 82. see 
Ivoves 


Oh er ney wy i OTR er 
eu ss ee rear a, a eA Yh I Sir 


1 pent i I ae ne we tA 


| : mmn2 Lian-eross . 848a °549 
' 


9} fact that you and Mr. Ziffer had been Spcaking cbhout 
2 
a fi Dennison Personnel at this time? 
. x) 
E A It’s possible that he could have tole me, but 
4 i “ 
MI 
5 i its also true the only way he could have found out would 
é i Se from the seme s wurces 
ui 
| 
7 I ~ dR. DERPNGR: I ask that the latter part of 
il . 
8 | that answer be Stricken as not “Zesnonsive, 
i 
i 
' : * = 
a Cou?. You will have to face both of 
iG | chose Possibilities, 


MR. DERPNSR: Than’. YOu, your Zoxor, 
Q Mz. Lian, do you recall eyproximutely when 


! Hr. Seggos returned to New York in the Sumner of 1972> 


4 A Around June 10th. 
F 7" ‘ rot ed ae ’ aN 
"i Q wow, Mr. Lian, xelerring Sack to the latter 
} 
1S }! 


' pert of May, early part of June, 1972, wo on behalf of 
! Stevens Jacksor. Seggos was responsible for clearing up 
the bookkeeping problems that the pasp hed raised? 

: 4a I was. 

20 } Q Were you doing that full time? 


} 
se A Yes. 
} 


; Q Were you doing that @ight hours a day or more? 
i 
re A 
ath A More. 
i 
% iH 5 : 
of S.. Approxinstely how many hours a Gay were ysu 
4 


i iuvoived in this problen? 


_ 
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1 mmh4 Siamences ok, 
2 to June 10, 1972? . 3iga ( 
3 A Yes, i 
4 Q During that time period did you have any direct Ae 

| 3 responsibilities in the sale of Dennison Personnel securi- | 

| 6 ties? | 

| 7 A You mean was I directly responsible? i 
3 Q Were you directly responsible or was that dele- a 
°{ gated to Mr. gules ziffer? ( 
10 


A Mr. Ziffer was more involved with the issue than 


I was. I would say he was more responsible for keeping 
a record of what was going on in Dennison than I was. 
Q By that time isn’t it a fact that you were ay 


involved in getting up a trial balance for the NASD? 
A Yes, 


Q Did you devote any of your time to the sale of 


Dennison securities? i 
A No. 
MR. DERFNER: Thank you, your Honor. I have no 
further questions. 
THE COURT: Mr. Brown? 
MR. BROWN: I have no questions, your Fonor,. 


MR. BERGER: I have no questions, 
REDIRECT EXAMINATION 


BY MR. BEIRNE: (< 
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1 mmbh5 Lian-redirect 1052 
recfoss 

2 Q Mr. Lian, what is your best recollection as : 

3 to who told you M.S. Wien was going to make a market in i 

4 Dennison sv. — 320a ue 

5 MR. .2RFNER: Objection. It has been asked and | 

6 answered, i 

he THE COURT: No. I will allow it. 

$ A To the best of my recollection it was Mr. Coven | 

r who told me that the stock was going to be traded. 

be Q And that M.S, Wien was going to make a market? 

” A And that M.S. Wien was going to make a market. 

" MR. BEIRNE: No further questions. 

' RECROSS EXAMINATION 

™ BY MR. DERFNER: 

” -Q Mr. Lian, do you recall talking to me 4 my 

m office yesterday regarding your testimony here? 

i A Yes. 

: Q Do you recall telling me you were not certain 

" it was Mr. Coven — 

" MR. BEIRNE: Objection. 

‘ MR. DERFNER: May I finish the question, your 

” Honor? f 

23 ye 

‘a THE COURT: Just .a moment, You are putting 

" yourself in a position counselor of making some choices. 


Do you want to reconsider the question? 
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2 |. his best recollection of want occurred? 


2 ant PRrnrrrwwa 94 tele Beces rae — to =i 4 
) “re SsNGR: I withdraw ay previcus question, 
. 
P eer 
41 your Honor, 
; 
i 
r ~ t- 3 e te wee haat emma & <9 fo Pon mm 
= hk W “Se Lan, is it YOUN cas eilOny cocar that 
S wr Wawra Balen. 3 Qe some “és Sele ante TAR “DiS ease abet he) 
° YOU were informed Se Swas CARS Cutt Dan teow WOULS SHisar 
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=-2 tia pir: sheotes ena Chae M.G. Wien + SULc S23 the house 
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~2 7 te femme Base te) on 
a Lesoilest that LEl1NG Tae sme 


i 
i 
+ °% - 2 seek tna oe 3. fe es te ot vom > oF 
! conversation, or is it Possislie that JOU goe these cwo bits 
' 
" 
3. i ce ee eee a Somans 
ox imloxrmmation ac M“Syecacs CisSs? 
13 a a ee eee P a 1s 
A 4 Woulc Yrecall it to uave Seen the sone Conversa= 
21 na . 
Ticn. 
" 
io ; — © fo, Seon « $ eon 4 ne. we ee o 
(3 ¢) NOewscastanding Your answer to Mr. eelzne’s 
al 
fi 
4 i 


: question about your best Yecollection, i% 


2% is nev xtheless 


Still possible that i: WES not ie. Coven who dig lafora. 


aot 

iS tt ‘ E 4 . 

i} you chat Dennison would be in the pink sheets? Is that 
i? 3 

F correct? 
“ 
Cu — a» es 

; KR. BETRNS: Cojection., 
j@ 4 

ny THE COURT: I will allow a¢5 
23 f 


A i think I said before it Wes possible, 


* MR. DERFNGR: Thank you. I haw no further 
fi y 


~ 4 questions. 
a | i 
MR. GAFFE: No questions, 
CA ‘ 
THES Coon: Nothing further? Step down. 
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l MR. DERFNER: I object to ths gorn. 
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Caplin-direct | 
2} Q Mr. Caplin, where do you reside? 322a 
3 | A in Wilton, Connecticut, at il Preshwater Lane. | 
4 Q Bave you ever heard of 4 stock called Dennison 
5 | Personnel? | 
© a Yes, I have, 
‘3 Q Do you xecail when you first heard of Dennison | 
8 Personnel? | 
9 | A It was approximately the early part of April in : 
wi 3008, 
i j 
NY i Q Do you recall how you heard about this stock? | 
re A Yes, I do. — | 
Hi } 
3 1 Q Tell the court, 
oe A The steck was brought to my attention by a | 
a | registered rep in the employ of my firma, Gotham | 
ae Securities Corporation, Do youvant his name? | 
aft Q Please, | 
18 | ay eee ee , 
A Philip Shapiro was his name, 
i @ At that time, Mr. Caplin, in April, 1972, what 
ae was your occup2t ion? 
- A I was the president of Cotham Securities 
* Corporation, a stock brokerage firm, 
a : Q Do you recall when Mz. Shapiro brought this stock | 
ie to your attention? ~ | 
25 
| 


| ewes && WSS LWOuUG ever ceceliasecs. 


Is 


mmhS Caplin-direc: . 3RGAiz36 
THE COURT: Sustained in its present form, 
Q Can you describe the conversation to tie court 
to the best ote recollection in which Mr. Shapiro 


first mentioned this stock to you? 


MR. DERFIER: I object, is is hearsa testimony. 
3 y Ye) 


Mr. Shaviro isn't a witness. He is mot a party, 


WR. HEGHMANN: It is merely setting the background 


for the actions of Mr. Caplin with regard to the Stock, 


@s to why he took certain acticn,. 


THE CoORT: £ Will take it On that limited basis, 


A Mr. Shapiro wes interested in purchasing for 
his clients shares of stock in the Dennison Personnel 
underwriting and he asked me waether it would be possible 
for Gotham Securities to become a part of tae selling 
gxoup in the syndicate in the public offering, and I said 
I would do my best to try and get participation in the 
offering. 

Q Mr. Caplin, what dia you do in connection with 


tuis attempt to gain participation? 


A i contacted Stephens Jackson Seggos and requested 


that we he included aS part of the Selling group. 
Q Do you recall when you contacted at Stephens 
Jackson? 


A iy initial conversation was with Terry Seggos. 
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2 | MR. DAVIS: Can you fix the time? 
3 | Q Approximately when did this conversation take 
4 | Place? 
3 A To the best of my recollection it was the 
6 | early part or chu middle of April. It was prior to the 
7 | effective date of the underwriting, 
. WR. DERFNER: Can we get a stipulation on Lhe 
i 
° record that Terry Seggos is the Eleftherios Seggss, who 
" | was a witness here, and WhO Was president of Stevens 
" | Jackson at the relevant time? 
os THE COURT: Is that correct? 
- MR. HEGHMANN: Yes, 
7 | THE COURT: And is that the mr. Se;gos who 
aeol 
4 testified here>. | 
' | MR. HEGHMANN: Yes, it is, your Honor, | 
m S:, Ot. Caplin, did there come a tims when Gotham | 
7 Securities began to sel] Dennison Personnel in the original | 
ws | offering? | 
. | A Yes. We were informed that we would have an | 
” | allocation oz up _to one half a million shares of the stock 
to be sold to our customers, and Shortly after the ei lective 
’ | Gate of the issue we commenced our distribution or the | 
” | Shares, | 
3 | | 
Pi | 


Assuming that the effective date was April 26 
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~~ 

\) 
2 i 1972, appxroximeteiy how long after that did you begin to 
3 sell the stock? 


Did you say “we were informed"? 
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4 | A I would sty shortly thereafter we zeceived copies | 
5 | of the final Prospeceus and mailed them to the clients : 
6 | that we intended‘ to Solicit orders fzom, and shortly 
| 
7 thereafter actually confirmed out purchases, 
8 Q Mr. Caplin, did there come a tine waen you were 
9 | informed there would be a closing on the Dennison issue? 
id MR. DERFNERN: I object, your Honor, unless the 
iv question is clarified as to time #nd by whom the informa- 
12 tion was received, 
3 THE CURT: Well, I think he ‘axt with this 
a ; question, | 
15 | 
i Go ahead. 
. a Yes, the latter part of May, very late May, 
F 
my Mr. Ziffer from Stevens Jackson informed us that there 
by ee ; 
Bs [ was to be an initial Closing on the offering to take place, 
‘ 
" I believe he had said, the last week in May, and we were 
7 to get ready for that Closing. 
mt MR. DERFNER: Also, one last thing: could you 
2 | determine if, in fact, this conversation was had with the 
2 | witness? or if he Speaking of hearsay conversation? 
i 
) - THE COURT: His testimony so far is he was inforned 
5 | 
| 


| 
| 
| 
| 
| 
| 
| 
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1 Caplin-direct 1399 
2 | THE WETNESS: I believe xr said "we." 
oe ie  3826a | 
3 i THE COURT: Why don't you Clarify it? i 
i ; 
‘ ! 
4} Q How did this information come to you, Mr. Caplin? |! 
. | | 
ae A Directly from Mx. Ziffer, both to myself and to 
S| my brother, who was handling the orders for Gotham Securi- 
7 | ‘ties.as our vice president of operations. 
i 
ak Q I believe you fix the time period as the end oz 
= { 
y ; : . 
} Mey? Is that correct? 
a A That is correct. 
ie Q Did you take any action in connection with this 
i2 | , 
‘| proposed closing? 
3 | ; 
i A Yes, we did, We issued a check for the amount : 
a4 | 
is 4 r } 
i of shares. that had been purchased by our clients up to that ; 
i ; 
IS} : “ ; : : 
| date and submitted a confirm tion to Stevens Jackson Specify- | 
16 | 
| ing thx we had purchased so many shares of Dennison Personnel | 
~ i 
7 | ; 
| Q At that time, Mr. Caplin, did you discontinue 
| 
1 |i 
| the sale of the origanal issue? 
9 | 
A No, we did not, 
20 | i 
| Q Why not? 
21 | Wien 
i 2 Because Mr... Ziffer informed us that this was not 
etiam 
| to bea fins. closing, but we were to continue te sell the 
an {i etree eeeeeiee eee L : * ° eee Oy Denner er eanneen 
a 
| issue until such time as -- well, just we were to continue 
24" 
b3 ; to sell the issue. 
95 | 


Q Again, how did this information come to you or to 
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previously, your Honor, that there is a diffarence between 
a trading market and a when issued market, 


THE COURT: Well, hr. Heghmana if he wishes 


ch 


© proceed can develop the inquiry in the teins in which 


he posed the question ifie first qualifies Mr, Caplin 


’ 


and then if you wish to GO behind that, you can on cross 


examination. 
MR. DERPNER: Thank you, your Honor, 

Q Do you recall the question, Mr. Caplin? 

A Yes, I do. To the best of my recollection, i 
recall it was brought to my attention that a brokerage 
firm, I believe it was MoS. Wien & Company, had submitted 
the name o£ Dennison Personnel in the National Quotation 
Bureau's pink sheets some time in the early part Of June. 
I don't recollect the date, And to me that was an indica- 
tion that the new issue was being ready to be treated: 

Q Prior to the time that it was brought to your 
attention that there was a bid submitted in the pink sheets, 

had you been informed that there had been any type of fina’ 
closing for the Dennison issue? 

A No, I had not been Specifically informed as to 
whether or not there had been a final wideteun. 

Q To the best of your recollection, prior to the 
time it came to your attention that a quote was placed in 

SOUTHERN OST: RICT COURT REPORTERS 
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1 te og 
_ 3282 
2 the pink sheets -~ 
| 
i 
‘ 37 MR. DAVIS: Just an objection on this point to Lik. 
| 
4 i Heghmann’s use of the word "bid." ‘The witness testified 
: 
5 || they put anmame in, and not a bid or a quote. I think the i | 
6 || distinction is relatively important. 
7} Q When it first came to your attention chat senething 
i 
} 
a 
3} was placed in the pink sheets, did you check the sheets? 
| 
a A I did, yes. 
4 
10 i Q Whet was in the sheets at the time you checked it? | 
i} > 
1 |i ; gene oe : 
I | A I don’t recall whether the first time I saw it 
f 
12 Hi may ° > SF tes i 
i? | enere was a bid and asked quote, but I remember distinctly H 
i ; 
| i J 2 J = i 
13 | that one bid appear very soon. I don’t know iz it was 
i t 
14. | ‘ wa ; i 
| the first Gay or the second day that Wien had Dennison 
5 | | 
i in the sheets, but there was a bid and an asked price quoted |; 
16 
| Very soon thereafter, i 
' ‘ 
at ee Pee 
| ue Prior to the time when you first looked in the i 
i } 
18 | 
Sheets and saw M.S. Wien’s entry, had anyone told yon to 
: oe ee aes { 
19 | : , in 
| step selling the issue? | 
it Lata eke 
20 jj 
| ae | 
| imauamiall | 
2i | ; : : { 
Q When you saw the M.S. Wien entry in the pink sheets,/ 
2 | | 
| did you undertake any action to determine whether or not 
52 |} 
: 23 | 
the issue had closed? 
24 | . me 
} A Yes, we did. Either my brother or myself tried 
35 


to cortact Julie Ziffer from Stevens Jackson, and to the 
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our distribution of the allocation of shares, and he said 
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| r , : a ue } 
“7a best of my recollection we did noe reacn him to get an 
2 | : 
iH] ! 
i 
3 answer as to way M.S. Wien was trading tne stock. 
| nee | | 
4 So a call was initiated to Bernie Coven as counsel | 
P 5 for the issuer on this to ask him about it. 
< ‘ 
| ; 
6 Q Do you recail who placed this cali? 
i! i 
4% ae Fe oe 
7 | A I°m a little vague on this, because I cantt | 
i l 
8 remembe. if my brother called him Gixectly or if I calied | 
4 
f t 
9 H him directly. However, I believe it was me that called 
HI } 
\ ; : 
10 him ani spoke to him directly, 
| 
UL | Q Now, ag2in, can you place an approximate tine 
i j 
{ 
: , ; 
2 | on this phone cali? 
a | 
a A f would say it was the first week ia June, scme- |; 
" { 
a Ht ‘ { 
” where the first seven or eight days of sune. 
! 
5 |i , . eet , 
" i Q Do you recall the sukstance of this conversation i; 
{ i 
16 , : : ' 
; | with Mr. Coven? What vou said and what his reoly was? } 
H i 
17 | : ‘ . “oe 
| Y A Bisically, I inquired as to why M.S. Wiea was | 
t 
| 
1 | - ~ = : 
| in the sheets on the stock, and he infoxmed me that if 
9 | , ia 
j they were in the sheets it was probabla that they were 
{ 
mi : 7 | boll 
. | trading on a when issued basis, but they had no stock to | 
: 
| actually trade with, no stock had been issued, 
22 | | 
| Q@ Do you recall if anything else was said during | 
23 | | 
| that conversation? | 
uM | 
' A I believe I asked him if we could continue in 
25 | | 
| | 
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mm 4 Caplin-direct 33902395 
yes, continue selling. 


Q Do you recall anything else being said during 


that conversation? an \ 


A I think we have covered it, 

Q You have indicated that you attempted to contact 
Mr. Ziffer prior to calling Mr. Coven, Suhsecment to the 
conversation with Mr. Coven did you attempt to contact 


Mr. Ziffer? 


A Ch, yet, wo epoke with him and he cems up to tre 
office on one or more occasions, probably more. 
Q Do you recall if you discussed tke eppear ance 
in the sheets of B.S. Wien with Mr. Ziffer? 
A ‘TI don't recall. 
Q Do you recall if you discussed the continued 
sale of the new issue with Mr. Ziffer? 
A Specifically, yes, and he said, “Just keep on 
Selling it." 
THE COURT: .As a part of the selling group? 
TSE MITMIESS That is correct. 
THE COURT: Was that the same that you and Mr. 
Cine had taiked about, your continuing to ‘sell as part 
of the selling group? 


‘ 


THE WITNESS: That is correct. 


TRE Couns: In othcr words, at ten cents a share? 
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2 | THES WITNESS: That is correct. 

3 |! Q Mr. Caplin, did there come a time when Gotham 

4 | Securities stopped selling the new issue? 

| a Yes, approximately the 20th or the 21st of June. 

| Q Can you tell the court why Gotham stopped 

selling tie new issue? 

. | A I‘m not positive as to what the exact reason was. + @ 
Q Let me withdraw the question and rephrase it. 

Did there come a time when you learned that the 

| new issue was no longer being sold? 

| A Yes, but that took place towards the very end 


of June. I am trying to think. one of the reasons why -- 


” give me one moment -- I recall that Cay lton-Cambridge did 
* appear as a trading market maker in the sheets, but I am 
. | not certain whether this coincided with our terminating the 
” selling effort or not. I would say we just stopped selling 
we because we had no one else to sell it to. 

5 Q Mr. Caplin, I will show you what has now been 

” marked Plaintiff's Exhibit 26 for identification and 

” “sk you to examine it, please. 

a Mr. Caplin, do you recognize that document? 

> A Yes, I do. 

24 

‘ Q Ca2 you tell the court what it is? 


A Yes, it‘s a letter from our firm signed by my 
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> | Seon Se 5 ete dace ck 
2 |i brother, Jocl, who is vice president of the firm, to the 
. 3 ii fmerican Stock Transfer Cozporation the question that they | 
f 
i| | 
4 | issue shares in certain denominations to certain of our 
~ | @lients who had purchased the stock. 
ee Q Do you recognize the Signature at the bottom | 
of the page? 
a ‘ ° | 
3d |! j 
( A Yes. 
9 | 
re 9 Whose signature is that? 
0 | 
sa A My brother's, 
at \ 
Wy : ; : Ee ee ea } 
i Q Do you know where the originas of this letter { 
3 ae 
is located? 
13 | a , 
i A Tee original is Scmewnere in my office. fr attempted } 
ty ! 
4 | er ; Ss 
| to find it and I couldn't put my hands on it, but this 
is | 
| is a copy I made a long time ago. 
16 | 
| = , ; 
} MR. HEGEMANY: Your Honor, I would like to offer 
7 | a 
} Plaintiff's Exhibit 26 in evidenve,. 
is | | 
" ’ 
MR. DERFNER: May I have a voir dire, your Honor? { 
19 | 
SS. THE COURT: Yes. | 
20 |i 
F } VOIR DIRE EXAMINATI CY | 
21 | | 
| BY MR. DERFNER: 
= | 
22 | y 
Q Mr. Caplin, were you present when your brother 
23 
Joel signed this lettex? 
24 i 
i A I don’t recall, 
= 


Q Do you know if this letter was ever mailed to 


1 
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2 | the Anerican Stock Transfer Company? Do You personally 
' 
\ 
3 | know? 
{ 
"4 A The circumstances were such that rz ascertained 
i 
5 | 


that it was mailed, since it was returned to us by the 
° | Amerian Stock fransfer, so I imagine they received it, 
! 


SleTee ee pens: consrene 
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a Q Were you present when it was maileé? 
jie 
~ ; A No, I don't believe I was. 
: 
9k MR. DERFNER: Nothing further. 
0 HR. HEGHMANY: fr would like to offer it in evidence, ! 
} { 
n THE COURT: Any objection? i 
M 
] MR. DERPNER: No objection, 
a | 
x «8 f (Plaintifz's Exhibit 25 received in evidence.) i 
16 | 
| 
15 | i 
H 
6 | 
| 
| j 
17 | 
HI 
{ ; 
18 | ! 
! 
19 i} " a ; 
1 / ’ 
i ’ I 
| i 
21 | | 
i 
| 
2 | as | 
23 | > 
24 | 
ai 
| 
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! 334a 
DIRECT EXAMINATION (Continued) : * 
BY MR. HEGHMANN: 
Q Mr. Caplin, Plaintiff's Exhibit 26 in evidence 


is dated June an. $972; I will ask you how, as of that 
date, to the ve of your recollection, was Gotham still 
selling the original issue? 
A We probably terminated on that date or the date 
before but up to that date, yes, we were still selling it. 
Q And you were still selling the original issue 
at 10 cents? 
A That is correct, the Oricinal new issue. 
MR. JAFFE: Your Honor, can I have that ques- 
tion and answer read. 
(Testinony reac.) 
Q Mr. Caplin, pricr to June 21 had anyone told 
you to stop selling the original issue? 
A No. 


MR. DERFNER: Objection, your Honor. 


Withdrawn. 
Q What was your answer? 
A No, no one told us to Stop selling. 


MR. JAFFE: Your Honor, I would like to 
object to the question for the vagueness of "anyone" 
which is so broad. 
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THE COURT: Well, it is, but I don’t see how 
else he can make that point. It's all embracing. 
Q Mr. Caplin, I will no w hand you what has been 
marked Plaintiff's Exhibit 27 for identification and ask 
you to examine it. 


Do you recognize chat document, Mr. Caplin? 


i 


Yes, I do. 


Can you tell the Court what it is? 


@) 


It was a letter from American Stock Transfer 


Company to Gotham Securities, attention Joel Caplin, 
stating that they could not accept our letter of June 21 
and our request in our letter -of June 21 unless they 


received an authorization from an underwriter. 


Q Did you receive this letter, Mr. Caplin? 

A Yes, we did. 

Q Is this an original letter, Mr. Caplin? 

A No, it's not. It's a copy of the original. 
Q Do you know where the original is located? 

A I imagine it's with the original of your 


Exhibit 26 which I tried to find and couldn't. But it 


was in my possession until recently. 


Q Do you know who made this copy? 
A ~~ No, I really don't. 
Q Do you recognize it as a true copy? 
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1 | gs3 Caplin-direct 1401 


| L. 386a | 
2 |i A Yes, I do. | 
«| MR. HEGHMANN: I would like to offer Plaintiff's | 
| 
al Exhibit 27 in evidence, your Honor. 
5 | MR. JAPFE: No objection. 
$j MR. DAVIS: No objection. 
7 | THE COURT: Received. : 
a | (Plaintiff's Exhibit 27 was received in 
9 | evidence.) : 
xx iO | Q Mr. Caplin, going back to Mr. Coven's conversa- : 


ii ji tion, I believe you used the term when, as and if issued 


i2 | market. | 
9 | Can you tell the Court what this means? 
14 MR. DEPRFNER: Objection, your Honor. | 
15 Can we identify which Mr. Coven's conversation 
| Mr. Heghmann is interrogating about? | 
7 | Q Now, Mr. Caplin, I am referring to the telephone | 
a | conversation which occurred subsequent to your learning 

9 | that M. S. Wien had submitted a name in the Pink Sheets. 

2 | A During the ifrst week of June. Well, the ee | 
a | as and if issued market refers to a situation in which a 
2 | distribution of a new issue has not yet had a final Closing 
za | and the stock is traded On an if basis, on a when, as and 

24 | if basis, meaning trades made are only finalized after 

2 there has been a Closing md@ the stock has been seeteenes. 


{ 
| 
| 
| 
SOUTHERN DISTRICT COURT REFORTE = | 

UNITED STATES Courr} 
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il qa Caplin-direct '  337%a 1402 
| They can be resinced if the issue never closes. 

3 | Q Mc. Caplin, subsequent to tis teleph one con- 

4 | versation with Mr. Coven in the first week of June 2972; 


| during the pericd from that conversation to the time of 


w 
oo Ont ERnaER enatrnmematetnaee ancitinemnnes 


resolving the matter. 


| the June 21 letter to American Stock Transfer, do you 

‘| recall any other conversations with Mr. Coven? i 
! ‘ 

8 | A so, I don't believe there were any. 
. i 

9 | , " : . 
Q During this period did you have any conversa- j 
I i 

wi tions with Mr. Rega? 

nf 
| A . No. j 
| 

a Q Subsequent to the June 21 letter do you recall | 

edi any conversations with Mr. Coven? { 
i - 

14 
{ A Following June 21? | 

3 | 

ey Q Yes. 

7 

: a A Yes, I contacted him at the very end of June | 

17 | shah MGS 
| after we received the letter from American Stock Transfer. | 
H oa iG eis | 

8 | Q To the best of your recollection, can you eats 

19 : or can you tell the Court the substance of this conversa- 
} 

2 | tion between you and Mr. Coven? | 

2! i A Yes, it was to inform him that we had a dispute | 

- with Stevens, Jackson over these 3500 shares of stock the 

Yi we thought’ we had bought for our clients but which they 

a Said we couldn't have an I asked Mr. Coven to assist us in | 

3B | r | 


: | 
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9 Q Do you recall what Mr. Coven said to you? 
a A Not specifically, but basically he told us that 


i the issue -- that we couldn't have gotten these shares 


~ 


for our clients because the issue had closed. And that 


6 i he would do everything he could to straighten it out and 
| 
7 would look into the matter. 
8 Q Subsequent to this conversation did you have , 
\ 
9 any further conversations with Mr. Coven relative to the 
10 saleof the Dennison original issue? | 
i} a I believe we did, yes. 
12 Q Do you recall any of those conversations? ! 
13 A It was, enh, to try and resolve this problem | 
| that I had where I thought my clients had bought the stock | 
15 _ @nd they had not. 
16 We ultimately canceled the orders. 
7 i MR. DERFNER: Can I have that last question | 
| ' 
* read back? | 
| THE COURT: Yes. 
2 : (Question read.) | 
21 Q Mr. Caplin, again referring to Plaintiff's 
22 Exhibit 26 in evidence, the letter refers to orders placed 
23 : On behalf of two persons. 
24 | Do you recall approximately when these persons 
5 | 


| had ordered the stock? 


| SOUTHERN DISTRICT COURT REPORTERS | 
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i! A Yes. I recall that these people specifically 


 ) 


| had purchased the Stock just prior to this letter having 


Ww 


| gone out. 
5 i I would say some time between the 16th and the . ¢ 
¢ | 20th of gune. 
>| ypenitte” Did Mr. Coven ever indicate to you when the 

; 
oy closing had occurred? ! 
9 | A I_ don't believe at this time I asked or was told 


3S 


when it closed. 


ae Q fin connection with the orders submitted by 
12 | Mr. Reichman and Mr. Youngwirth, de you recall if you 
13 | #eceived any indication that the closing had occurred prior | 
ia to the time of these orders? 
is | A No, I definitely did not receive any word that | 
' 
/ i there had been a final closing. 
i =a 
or ae! 7 | Q In your subsequent conversations with Mr. Coven | 
i8 : concerning these ovheee was there any indication that the | 
19 Closing had occurred prior to the receipt of these orders? | 
20 | A Yes, there would have been because that is why | 
2i . wé canceled them. We were told that they had closed | 
2 | and we didn't get the orders in on time and, therefore, | 
"1 couldn't get the stock for these people. But I don't 
a | recall if a date had ever been pinpointed. | 
ys) | Q Who told you this, when you said you were told? | 


| 
| 
! 
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A I would say Mi. Coven and probably Mr. Z2iffer 


because we had discussed it with him and he said we just 


ww 


couldn‘t have stock because the deal was closei out. 


4 | 
{ 
Pa | Q In June of 1972 were you told how many shares of | 
~ 4 } 
I 
6 | Dennison had actually been 301d? { 
A No. 
7 
* C um. Caplin, I believe you indicated earlier 


that you were given some type of allocation, is that 


i¢ | Correct? 
* 
iit A That is correct. 
12 | Q Did you sell all of the stock allocated? 
A No, we did not. 
‘ Q Do you recall approximately what percentage of 


i 
| 
! 
j 
~ ' os | 
he allocation you did sell? 
: | 
A Let's see, we were allocated 500,000 shares and 
I believe we sold somewhere around 300 or 320,000 shares 
so it would be around 60, 65 per cent. | 
Q Mr. Caplin, do you know if Dickenson, Rothbart a 
MR. JAFFE: Your Honor, may I have the readiag 
back of the answer to that question? 
THE COURT: All right. 


(Answer reei.) 


| 


Q Mr. Caplin, were you ever asked to make a Market | 
in Dennison Personnel? | 
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i 
3 : aA Mo. | 
4 MR. HEGHMANN: Your Honor, at this time I have 
5 na. further questions. ! 
6 | THE COURT: Mr. Jaffe. : 
7 | MR. JAFFE: Your Honor, we are going to have a 
3 | recess this afternoon, so may we have a recess now? | 
oF: THE COURT: We will take 10 or 12 minutes. 
Ie | (Recess. ) : 
1 THE COURT: All right, go ahead. 
12 CROSS EXAMINATION 
XX i3 BY MR. DERFNER: 
14 Q Mr. Caplin, ir early April 1972 did you have a 
‘As | conversation with Mr. Ziffer of Stevens, Jackson, Seggos | 
16 | regarding the participation of Gotham Securities in the | 
7 ‘distribution of Dennison? 
18 A Yes, I did, 
19 | Q Did Mr. Ziffer indicate that he would be happy 
20 | to ave your firm participate in the selling groups? 
2 | A Yes, he did. 
= Q I believe you testified that you had an al re 
2 tion of half a million shares, is that correct? 
2 | A That is correct. | 


Q Was that a maximum allocation or were you | 
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| permitted, under your agreement with Stevens, Jackson, 
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